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SECURITIES ACT OF 1933 
Release No. 6218/June 27, 1980 


In the Matter of 


THE PROFIT-SHARING PLAN OF KADISON, PFAELZER, 
WOODARD, QUINN & ROSSI 

707 Wilshire Boulevard 

Los Angeles, CA 90017 


(18-74) 
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NOTICE OF FILING OF APPLICATION PURSUANT TO 
SECTION 3(a)(2) OF THE SECURITIES ACT OF 1933 FOR 
AN ORDER EXEMPTING FROM THE PROVISIONS OF 
SECTION 5 PARTICIPATIONS OR INTERESTS ISSUED IN 
CONNECTION WITH THE PROFIT-SHARING PLAN OF 
KADISON, PFAELZER, WOODARD, QUINN & ROSSI. 


NOTICE IS HEREBY GIVEN that the law firm of Kadison, 
Pfaelzer, Woodard, Quinn & Rossi (“Applicant” or the 
“Firm”), a California partnership, by letter dated March 31, 
1980, has applied for an exemption from the registration 
requirements of the Securities Act of 1933 (the “Act”) for 
participations or interests issued in connection with The 
Profit-Sharing Plan of Kadison, Pfaelzer, Woodard, Quinn & 
Rossi (the “Plan”). All interested persons are referred to 
that document which is on file with the Commission for the 
facts and representations contained therein, which are 
summarized below. 


|. Introduction 


The Plan covers the Applicant’s partners and full time 
employees, of whom approximately 22 partners and 31 
employees were eligible to participate as of March 31, 
1980. Full time employees or partners of the Firm who 
have completed three years of service (as defined) 
become participants of the Plan at intervals provided in 
the Plan 


The Plan covers persons (in this case, Applicant’s 
partners) who are employees within the meaning of 
Section 401(c)(1) of the Internal Revenue Code of 1954, 
as amended (“Code”). Such a plan is excepted from the 
exemption provided by Section 3(a)(2) of the Act for 
interests or participations in employee benefit plans of 
corporate employers. Section 3(a)(2) of the Act provides, 
however, that the Commission may exempt from the 
provisions of Section 5 of the Act any interest or 
participation issued in connection with a pension or profit 
sharing plan which covers employees, some or all of whom 
are employees within the meaning of Section 401(c)(1) of 
the Code, if and to the extent that the Commission 
determines this to be necessary or appropriate in the 
public interest and consistent with the protection of 
investors and the purposes fairly intended by the policy 
and provisions of the Act. 


|. Description and Administration of the Plan 


Applicant states that the Plan has received a 
determination letter from the United States Internal 
Revenue Service that it is qualified under Section 401 (a) of 
the Code. The Plan is also an employee pension benefit 
plan which is subject to all of the fiduciary standards of the 
Employee Retirement Income Security Act of 1974 
(“ERISA”), and to the rules, regulations and standards of 
the Department of Labor adopted thereunder. The Plan is 
funded through a single trust for which United California 
Bank currently acts as trustee under a trust agreement. 


All required contributions to the Plan on behalf of 
employees or partners are made by the Firm, without 
contribution by the participant, in an amount equal to the 
lesser of $7,500 or 7-1/2% of the participant’s 
compensation in each Plan year. In addition, under the 
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Plan each participant is permitted to make voluntary 
additional contributions to his account in the Plan, ina 
lump sum or through withholding, of up to an additional 
10% of his annual compensation, currently limited by Plan 
rules to the first $100,000 of such compensation. All Firm 
and voluntary contributions are at all times fully vested 
and nonforfeitable, but withdrawal of Firm contributions 
and earnings on voluntary contributions by a participantis 
restricted in accordance with applicable tax laws. 


Contributions are held in four funds, the first two of which 
are commingled and invested in real property, personal 
property, and a portfolio of equity and debt securities. 
Specified Firm contributions for the account of 
participating personnel and partners are invested in the 
first fund. The second fund consists of funds directed to it 
by contributions from the individual participants. These 
funds are managed by Everett Harris & Co., an 
independent investment counseling firm registered under 
the Investment Advisers Act of 1940. The third fund 
includes only contributions by the Firm directed to such 
fund by a participant, and the fourth fund includes only 
voluntary contributions by the individual participant. 
These funds are managed and invested by the Trustee at 
the direction of each participant in real property, personal 
property, a portfolio of equity and debt securities, and life 
insurance or annuity policies. All investment discretion 
with respect to the third and fourth funds is exercised by 
each participant as to his individual account within that 
fund subject to the approval of the administrator. Assets 
invested in the funds are held by United California Bank, 
as trustee and custodian. 


Any participant may at any time withdraw all or any part of 
the aggregate of his voluntary contributions, but may not 
withdraw earnings thereon without certain penalties as 
required by applicable tax laws. Upon termination of a 
participant’s employment for any reason, or in the event of 
permanent disability, the participant or his designated 
beneficiary is entitled to receive the entire amount of the 
Firm’s and his personal contributions to his account under 
the Plan, adjusted for gains and losses thereon. The 
participant or his beneficiary may elect tc receive such 
distribution in either a lump sum payment in cash or 
through payment of installments for a set term. 


The Plan is administered by the Partnership of the 
Firm acting through its HR-10 Plan Committee (the 
“Committee”). The Committee has general authority to 
control the operation of the Plan and to supervise its 


administration, including interpreting the Plan, 
determining eligibility for participation under the Plan, 
adopting rules with respect to the Plan, and conducting 
claims procedures under the Plan. All costs of 
administration of the Plan are paid by the Firm. 


il]. Discussion 


Applicant contends that the characteristics of the Plan are 
essentially typical of those maintained by many single 
corporate employers which are exempt under Section 
3(a)(2) of the Act, as well as those of many partnerships 
which have previously received exemptive orders under 
Section 3(a)(2). Applicant maintains that there appears to 
be no sound policy basis for treating the Plan differently 
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from such similar plans. Applicant points out that 
Congress did not exclude interests in Keogh-type plans 
from the exemption of Section 3(a)(2) because of any 
perceived differences between corporate plans and 
partnership plans, but rather out of a concern for the 
marketing of interests or participations in commingled or 
collective investment funds by sponsoring financial 
institutions through offerings of prototype Keogh plans to 
unrelated self-employed persons unsophisticated in the 
securities field. Applicant represents that its Plan is not a 
master or prototype plan marketed to the public by a 
sponsoring financial institution, and that Plan assets are 
not invested in any such master or prototype plan or 
commingled with assets of any other plans or collective 
funds of any manager. 


Applicant also maintains that the disclosure requirements 
of ERISA and other disclosures to be made to Plan 
participants provide additional grounds for granting the 
Section 3(a)(2) exemption in this case. 


Finally, Applicant states that it is engaged in furnishing 
legal services of a type which necessarily involve financially 
sophisticated and complex matters, and for that reason, as 
well as the extensive administrative control over the Plan 
maintained by the Firm, is able to represent adequately its 
interests and the interests of its employees who are 
participants in the Plan. 


Applicant concludes for the foregoing reasons that 
granting the request for the exemptive order would be 
appropriate in the public interest, consistent with the 
protection of investors and the purposes, policy and 
provisions of the Act. 


NOTICE IS FURTHER GIVEN that any interested person 


may, not later than July 22, 1980, submit to the 
Commission in writing a request for a hearing on the 
application, accompanied by a statement of the nature of 
his interest, the reasons for such request, and the issues, if 
any, of fact or law proposed to be controverted, or he may 
request that he be notified if the Commission shall order a 
hearing thereon. Any such communications should be 
addressed to: George A. Fitzsimmons, Secretary, 
Securities and Exchange Commission, Washington, D.C. 
20549. A copy of such request shall be served personally 
or by mail upon Applicant at the address stated above. 
Proof of such service (by affidavit or, in the case of any 
attorney at law, by certificate) shall be filed 
contemporaneously with the request. An order disposing 
of the matter will be issued as of course following July 22, 
1980 unless the Commission thereafter orders a hearing 
upon request or upon the Commission’s own motion. 
Persons who request a hearing, or advice as to whether a 
hearing is ordered, will receive any notices or orders 
issued in this matter including the date of the hearing (if 
ordered) and any postponements thereof. 


For the Commission, by the Division of Investment 
Management, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 
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SECURITIES ACT OF 1933 
Release No. 6219/June 30, 1980 


SECURITIES EXCHANGE ACT OF 1934 
Release No. 16943/June 30, 1980 


PUBLIC UTILITY HOLDING COMPANY ACT OF 1935 
Release No. 21644/June 30, 1980 


INVESTMENT COMPANY ACT OF 1940 
Release No. 11237/June 30, 1980 


INVESTMENT ADVISERS ACT OF 1940 
Release No. 725/June 30, 1980 


LISTING OF CERTAIN REGULATORY MATTERS AND 
RELATED INFORMATION 


AGENCY: Securities and Exchange Commission. 


ACTION: Publication of Listing of Certain Regulatory 
Matters and Related Information. 


SUMMARY: The Securities and Exchange Commission has 
determined to publish a listing of pending rulemaking and 
related regulatory matters which it is likely to consider 
during the balance of calendar year 1980. This release 
supersedes the listing which appears in Securities Act 
Release No. 6117 (Aug. 31, 1979)(44 FR 52810). In 
addition, this release contains a more generic analysis of 
the staff's current regulatory reform and review initiatives, 
along with a discussion of certain areas in which the 
Commission is seeking to further particular statutory goals 
without resort to direct regulation. Further, the release also 
describes certain regulatory review projects which the 
Commission’s staff may commence during 1981. With 
respect to these longer range initiatives, the Commission 
is seeking public comment on the staff's priorities. 


DATE: Comments on Part Ill of this release must be 
received on or before October 1, 1980. 


ADDRESSES: All communications on matters discussed in 
Part Ill of this release should be submitted in triplicate to 
George A. Fitzsimmons, Secretary, Securities and 
Exchange Commission, 500 North Capitol Street, 
Washington, D.C. 20549. Correspondence should refer to 
file number S7-841 and will be available for public 
inspection and copying at the Commission’s Public 
Reference Room, 1100 L Street, N.W., Washington, D.C. 


Comments with respect to specific initiatives discussed in 
Parts! and II of this release should be submitted to the 
Commission in accordance with the terms of the particular 
Commission releases announcing or proposing those 
actions. In some cases, the comment periods with respect 
to these matters are closed. The Commission, in its 
discretion, may accept and include in the public file 
written comments received by the Commission after the 
closing date. See Rule 6(b) of the Commission's Informal 
and Other Procedures, 17 CFR 202.6(b). 


FOR FURTHER INFORMATION CONTACT: Christine 


Delaney, Office of the Secretary, Securities and Exchange 
Commission, 500 North Capitol Street, Wasington, D.C. 
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20549 (telephone 202/272-2600). 


SUPPLEMENTARY INFORMATION: The Securities and 
Exchange Commission has traditionally been sensitive to 
the need to broaden public participation in the 
Commission’s regulatory processes and to promote public 
understanding of the Commission’s work. Consistent with 
that philosophy, during the past 18 months the 
Commission has published two listings of certain 
regulatory matters pending before the Commission. See 
Securities Act Release No. 6040 (Mar. 22, 1979) (44 FR 
20354) and Securities Act Release No. 6117 (Aug. 31, 
1979) (44 FR 52810). In furtherance of that policy, Part! of 
this release sets forth anticipated major rulemaking and 
related regulatory matters likely to be considered by the 
Commission during the balance of calendar year 1980. 


The Commission constantly seeks to identify 
opportunities to reform and restructure regulation, 
consistent with changes in the market-place and the 
business community. Public awareness of the 
Commission’s goals and progress, and public 
participation in its regulatory reform activities, are 
essential to the success of those processes. In order to 
promote that participation, this release also includes 
certain additional information, not presented in the 
Commission’s earlier listing of regulatory matters, 
concerning anticipated Commission regulatory priorities. 


In this regard, Part!| ofthis release contains a brief generic 
discussion of the Commission’s regulatory reform and 
revision activities. This general description of initiatives is 
designed to promote public comprehension of the 
Commission's regulatory reform approach and direction. 
Part Il also describes particular proposals of this nature 
which the Commission is likely to consider during the 
balance of 1980. As that listing demonstrates, the 
Commission continues to be aggressive in reviewing and 
reshaping its regulatory structure in response tothe needs 
of the investing public. The final section of Part II also 
describes briefly some of the areas in which the 
Commission is seeking to discharge its statutory goals 
without resort to direct regulation. 


Part III of this release sets forth certain regulatory reform 
and revision projects which the Commission's staff is 
contemplating initiating during 1981. With respect to 
these longer-range matters, the Commission invites 
public comment on its proposed staff priorities and also 
invites suggestions as to other initiatives which it should 
consider in addition or as alternatives. Part IIl also 
contains specific conceptual inquiries respecting certain 
major proposed reform projects. 


The Commission’s objective in requesting comments on 
the matters set forth in Part III is to increase its sensitivity 
to the facets of its regulation which merit reconsideration 
or review and to ensure that it has the benefit of the 
public’s thinking at the formative stages ‘of such projects 
with respect to the specific issues which should be 
considered. 


|. LISTING OF CERTAIN REGULATORY MATTERS 


This listing sets forth certain significant regulatory matters 
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likely to come before the Commission during the balance 
of 1980. It is based upon Commission priorities at the time 
of publication. Because the Commission must respond to 
developments in the capital markets, changes in 
economic conditions, new Congressional priorities, and 
similar circumstances not easily predictable, no such 
listing can be definitive. Additionally, this listing does not 
include matters which, although under active 
consideration, have not yet evolved to a point in the 
deliberative process where public Commission action is 
certain.! Accordingly, while the Commission believes that 
the information contained herein will be of use to 
interested persons, those affected by Commission action 
should not rely solely on this document. 


A. Significant Initiatives in the Areas of Capital Formation 
and Corporate Disclosure. 


1. Proposed Revision of Form 10-K. In its November 1977 
report to the Commission, the Advisory Committee on 
Corporate Disclosure recommended revisions to the 
present annual report filed on Form 10-K. On August 16, 
1978, the Commission issued a concept release 
requesting comment on the present Form 10-K and the 
revisions which the Advisory committee had 
recommended. In January 1980, after reviewing the 
resulting comments and examining existing filings, the 
Commission proposed amendments to Form 10-K, 
Regulation S-K, Rule 14a-3, Rule 14c-3, and a number of 
related rules, forms, and guides under both the Securities 
Act of 1933 and the Securities Exchange Act of 1934. This 
rulemaking seeks to facilitate the integration of filings 
under the Securities Act and the Exchange Act; facilitate 
the integration of Form 10-K and the annual report to 
shareholders; and eliminate disclosure which is 
duplicative or otherwise of little value to investors or 
analysts. The staff anticipates recommending further 
action to the Commission on the outstanding rule 
proposals in the third quarter of 1980. For further 
information, see Securities Exchange Act Releases Nos. 
15068 (Aug. 16, 1978) and 16496 (Jan. 15, 1980) (43 FR 
37460 and 45 FR 5972). 


2. Proposed Amendments to the Commission’s Exhibit 
Requirements. On November 16, 1979, the Commission 
published proposals in Securities Act Release No. 5149 
which would standardize and improve the Commission’s 
requirements relating to the filing of exhibits. The 
proposed amendments would delete certain exhibits 
formerly required to be filed, revise and make uniform the 
requirements relating to certain other exhibits, 
consolidate most exhibit requirements in a new 
Regulation S-K item, and require an exhibit index to be 
included with each filed form or report. The comment 
period on this proposal expired December 31, 1979, and 
the staff expects to complete its review of the comments 
and recommend final action to the Commission in the 
third quarter of 1980. For further information, see 
Securities Act Release No. 6149 (Nov. 16, 1979) (44 FR 
67143). 





‘In contrast, Parts II and III of this release set forth various 
matters which are under staff consideration but which 
have not yet been presented to the Commission for 
approval. 
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3. Publication for Comment of Existing Guides for 
Statistical Disclosure by Bank Holding Companies. The 
Commission has requested comments on the quality and 
desirability of disclosure pursuant to Guides 61 and 3 
which govern statistical disclosure by bank holding 
companies. This initiative fulfills the Commission’s 
undertaking expressed at the time these guides were 
promulgated to review the experience of registrants and 
users to determine whether the new disclosures are 
necessary and appropriate. Staff proposals based on the 
comments will be submitted to the Commission in the 
third quarter of 1980. For further information, see 
Securities Act Release No. 6115 (Aug. 30, 1979) (44 FR 
52820). 


4. Proposed Form S-15. The Commission published 
proposed Form S-15 for comment on January 15, 1980. 
This form would provide an abbreviated vehicle for 
Securities Act registration of securities issued in certain 
corporate reorganizations and business combination 
transactions, if specified criteria were met. The public 
comment period closed on April 30, 1980, and the staff is 
analyzing the comments received and will prepare final 
proposals for Commission consideration in the third 
quarter of 1980. For further information, see Securities Act 
Release No. 6177 (Jan. 15, 1980) (45 FR 5934). 


5. Re-evaluation of the Guides. As part of a long-term 
program to review all of its disclosure requirements, the 
Commission has published a concept release soliciting 
public comment on the “Guides for Preparation and Filing 
of Registration Statements under the Securities Act of 
1933” and the “Guides for Preparation and Filing of 
Reports and Proxy and Registration Statements under the 
Securities Exchange Act of 1934.” The purpose of this re- 
evaluation is to monitor the effectiveness of the Guides 
and to identify those which have become obsolete or 
inconsistent with particular rules, regulations, or forms. 
The staff anticipates that the Commission will consider 
recommendations based on the comment process during 
the third quarter of 1980. For further information, see 
Securities Act Release No. 6163 (Dec. 5, 1979) (44 FR 
72604). 


6. Management Remuneration. On May 6, 1980, the 
Commission proposed for public comment amendments 
to Item 4 of Regulation S-K. These proposals involve the 
disclosure of management remuneration and specifically 
address pension, option, and stock appreciation rights 
plans, the definition of an executive officer, compensation 
relating to the termination of employment, indebtedness 
of management, and certain other technical 
amendments. The proposals are a result of the 
Commission’s monitoring of the disclosure provisions 
adopted in Securities Act Release No. 6003 (Dec. 4, 1978) 
(43 FR 58151). The staff anticipates recommending 
further action to the Commission on these proposals 
following its review of the comments received. For further 
information, see Securities Act Release No. 6210 (May 6, 
1980) (45 FR 31733). 


7. Proposed Amendments to Tender Offer Rules. The 
Commission has proposed a series of amendments to the 
various rules governing tender offers. Among the chief 
features of these proposals are a definition of the term 
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“tender offer’; certain antifraud provisions concerning 
trading by persons on the basis of material nonpublic 
information relating to a tender offer; provisions requiring 
equal treatment of security holders in the context of a 
tender offer; and a prohibition of certain purchases not 
made by means of a tender offer. The comment period 
expired on February 15, 1980, and the staff expects that 
recommendations will be considered by the Commission 
during the third quarter of 1980. For further information, 
see Securities Act Release No. 6159 (Nov. 29, 1979) (44 
FR 70349). 


8. Corporate Governance. |n April 1977, the Commission 
announced a comprehensive study of the difficult issues 
relating to shareholder communications, shareholder 
participation in the corporate electoral process, and 
corporate governance generally. During 1977, the 
Commission conducted hearings in four cities concerning 
these basic issues. In 1978, as a result of this proceeding, 
the Commission adopted rules to expand the disclosures 
concerning board structure and director qualifications in 
proxy statements, and, in 1979, the Commission adopted 
rules revising the form of the proxy card in order to 
increase the opportunity for shareholders to participate in 
the corporate electoral and decision-making process. 


The Commission anticipates that a staff report on 
corporate governance issues will be completed during 
1980. Following publication of this report, the Commission 
will consider what further action, if any, is appropriate, 
based on the recommendations in that report. For further 
information, see Securities Exchange Act Releases Nos. 
16356 (Nov. 21, 1979 ), 15384 (Dec. 6, 1978), 13482 
(Apr. 28, 1977), and 13901 (August 29, 1977) (44 FR 
68764, 43 FR 58522, 42 FR 23901, and 44860). 


9. Classification of Issuers. On June 2, 1980, the 
Commission published a release which solicits comments 
on the feasibility of establishing defined classes of small 
issuers for purposes of modifying certain reporting and 
other obligations under the Securities Exchange Act. The 
Commission also released statistical data with respect to 
those companies that are subject to the Securities 
Exchange Act pursuant to Section 12 and 15(d) thereof, 
for the purpose of evaluating potential classification 
criteria. Based on the public comments, the staff will 
consider whether to recommend that the Commission 
propose reduced or streamlined disclosure obligations 
either with respect to the frequency of reports or the type of 
information reported, or both, for one or two additional 
classes of issuers. 


The comment period on this concept release closes on 
September 15, 1980, and the staff anticipates presenting 
recommendations to the Commission concerning these 
matters before the end of 1980. For further information, 
see Securities Exchange Act Release No. 16866 (June 2, 
1980) (45 FR 40145). 


B. Significant Initiatives Affecting Regulation of the 
Securities Markets and the Securities Industry 


1. National Market System. The Securities Act 


Amendments of 1975 directed the Commission to 
facilitate the establishment of a national market system 
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for securities. As part of its implementation of that 
mandate, the staff anticipates presenting 
recommendations to the Commission concerning a 
number of initiatives during the third and fourth quarters 
of 1980. In particular, the Commission may consider 
whether to adopt, withdraw, or republish for comment 
pending rule proposals in four major areas: 


(1) A proposal to require nationwide price protection for 
displayed public limit orders for certain securities. For 
further information, see Securities Exchange Act Release 
No. 15770 (Apr. 26, 1979( (44 FR 26692). 


(2) Proposals to establish procedures by which securities 
or classes of securities would be designated as qualified 
for trading in a national market system. For further 
information, see Securities Exchange Act Release No. 
15926 (June 15, 1979) (44 FR 36912). 


(3) Proposed procedures and requirements for plans 
governing the development, operation, or regulation of a 
national market system or the facilities thereof. For further 
information, see Securities Exchange Act Release No. 
16410 (Dec. 7, 1979) (44 FR 72607). 


For a general discussion of the Commission’s national 
market system initiatives, see Securities Exchange Act 
Release Nos. 14416 (Jan. 26, 1978) and 15671 (Mar. 22, 
1979) (43 FR 4354 and 44 FR 20360). 


2. Options Study Recommendations. During 1980, the 
Commission will consider whether, in response to the 
recommendations of the Commission’s Special Study of 
the Options Markets, to propose rules (1) to require self- 
regulatory organizations to establish a central investor 
complaint file; (2) to require the disclosure on customer 
account statements of information on commission 
charges; and (3) to establish minimum training 
requirements for registered representatives who 
recommend options transactions to customers. For 
further information, see Securities Exchange Act Release 
No. 16701 (Mar. 26, 1980) (45 FR 21426). 

3. Underwriting Practices. In 1978, the National 
Association of Securities Dealers, Inc., filed a proposed 
rule change governing the payment and receipt of selling 
concessions, discounts, and other allowances in 
connection with fixed price securities offerings. The initial 
impetus for the proposed rule change was the federal 
district court decision in Papilsky v. Berndt [1976-77 
Transfer Binder] Fed. Sec. L. Rep. (CCH) para. 95,627 
(S.D.N.Y., 1976). The public hearings on issues raised by 
the proposed rule change were concluded on November 
30, 1979. The staff is presently analyzing the record of this 
proceeding, and the Commission has announced that it 
will consider what further action to take concerning the 
NASD's rule proposal at an open meeting on July 3, 1980. 
For further information, see Securities Exchange Act 
Release No. 15807 (May 9, 1979) (44 FR 28574). 


4. Rules 10b-10 and 15c2-12. The Commission has 
proposed amendments to Rules 10b-10 and 15c2-12 
under the Securities Exchange Act which would require 
brokers, dealers, and municipal securities dealers to 
disclose on customer confirmations the amount of 
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remuneration received in certain transactions in debt 
securities. The staff is reviewing the public comments 
received and anticipates presenting its recommendations 
to the Commission during the third or fourth quarters of 
1980. For further information, see Securities Exchange 
Act Release Nos. 15219 and 15220 (Oct. 6, 1978) (43 FR 
47495 and 47333). 


5. Proposed Rule 13e-2. In 1970 and 1973, the 
Commission published for comment proposed Rule 13e-2 
which would impose restrictions on an issuer’s 
repurchases of its own securities. During the third quarter 
of 1980, the staff anticipates presenting 
recommendations to the Commission concerning whether 
to adopt or withdraw proposed Rule 13e-2 or publish for 
comment a revised version. For further information, see 
Securities Exchange Act Release No. 10539 (Dec. 6, 1973) 
(38 FR 34341). 


6. Proposed Rule 15b7-1. In 1977, the Commission 
published proposed Rule 15b7-1 under the Securities 
Exchange Act which would establish minimum 
qualification requirements for brokers and dealers and 
their associated persons. During the fourth quarter of 
1980, the staff may recommend to the Commission that it 
consider whether to adopt or withdraw proposed Rule 
15b7-1 or publish for comment a revised version. For 
further information, see Securities Exchange Act Release 
No. 13679 (June 27, 1977) (43 FR 34328). 


7. Rule 19b-4. In 1979, the Commission published 
proposed amendments to Rule 19b-4 under the Securities 
Exchange Act. That rule specifies the procedures that self- 
regulatory organizations must follow in filing proposed 
rule changes with the Commission. The proposed 
amendments are intended to enhance the efficiency of the 
Commission's oversight of self-regulatory organizations. 
During the third quarter of 1980, the staff anticipates 
recommending that the Commission consider whether to 
adopt these amendments. For further information, see 
Securities Exchange Act Release No. 15838 (May 18, 
1979) (44 FR 30924). 


C. Significant Initiatives Affecting Investment Companies 
And Investment Advisers 


1. Status of Certain Issuers. The Commission has 
proposed three Investment Company Act rules—Rules 3a- 
1, 3a-2, 3a-3—and an amendment to existing Rule 3c-2— 
all relating to whether certain issuers which have the 
characteristics of investment companies will be regulated 
under the Investment Company Act of 1940. The 
comment periods closed January 8, 1980. The staff 
anticipates that the Commission will consider these 
proposals further during 1980 upon completion of the 
staff review of the public comments. On June 3, 1980, the 
Commission transmitted to Congress a_ legislative 
proposal relating to business development companies, 
one part of which, if adopted, would make the proposed 
amendment to Rule 3c-2 unnecessary. For further 
information, see Investment Company Act Release Nos. 
10937 (Nov. 15, 1979), 10938 (Nov. 13, 1979), 10943 
(Nov. 16, 1979), and 10944 (Nov. 16, 1979) (44 FR 66608, 
66612, 67152, and 67150). 
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2. Proposed Amendments to Rule 17j-1. At an open 
meeting on September 2, 1979, the Commission adopted 
Rule 17j-1 under the Investment Company Act requiring 
investment companies and their investment advisers and 
principal underwriters to develop codes of ethics 
governing purchases or sales by investment company 
insiders of the same securities held or to be acquired by 
the investment company. However, the Commission has 
not published the rule as adopted because it wished to 
consider whether to propose simultaneously certain 
amendments to the rule which would give guidance to 
those entities required to adopt codes of ethics as tosome 
of the activities which would constitute fraudulent, 
deceptive, or manipulative acts, practices or courses of 
business. During the third or fourth quarters of 1980, the 
Commission anticipates considering whether to publish 
notice of the adcption of the rule and propose such 
amendments. For further information, see Investment 
Company Act Release Nos. 10162 (Mar. 20, 1978) and 
10222 (Apr. 28, 1978) (43 FR 19669 and 12721). 


3. Revision of Procedures for Processing Post-Effective 
Amendments. The Commission has proposed for 
comment a rule under the Securities Act, and related 
amendments to registration statement forms, which 
would cause most post-effective amendments to 
registration statements filed by investment companics to 
become effective automatically, without affirmative action 
by the Commission or its staff. Post-effective amendments 
would become effective either immediately upon filing or 
60 days thereafter, depending upon their nature. The staff 
anticipates completing its review of the public comments 
and recommending further action to the Commission 
during 1980. For further information, see Securities Act 
Release No. 6205 (Apr. 3, 1980) (45 FR 24500). 


4. Disclosure of Money Market Fund Yields. The 
Commission has published for comment a proposed 
amendment to the registration statement form for open- 
end management investment companies to require the 
inclusion in the prospectuses of money market funds of a 
yield figure computed according to a standardized 
method. The Commission also proposed an amendment 
to Rule 434d under the Securities Act, relating to 
advertisements by investment companies in the form of 
an “omitting prospectus,” which would require money 
market funds to compute any yield quotations used in Rule 
434d advertisements according to that standardized 
method. The staff anticipates completing its review of the 
public comments and reconimending further action to the 
Commission during 1980. For further information, see 
Securities Act Release No. 6183 (Jan. 28, 1980) (45 FR 
7578). 


5. Mutual Fund Distribution Expenses. The Commission 
has proposed two rules under the Investment Company 
Act relating to the bearing of distribution expenses by 
mutual funds. The first, Rule 12b-1, would permit mutual 
funds to finance the distribution of its shares if certain 
conditions were met; the second, Rule 19d-3, would 
provide a limited exemption from the requirement of prior 
Commission approval for certain transactions involving 
affiliated persons, if the transactions complied with Rule 
12b-1. The Commission also proposed related form 
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amendments regarding disclosure of distribution 
expenses. Further Commission action on this matter is 
anticipated in the third quarter of 1980. For further 
information, see Investment Company Act Release No. 
10862 (Sept. 7, 1979) (44 FR 54014). 


D. Significant Accounting Related Initiatives 


1. General Revision of Regulation S-X. In January 1980, the 
Commission proposed certain amendments to Regulation 
S-X, which governs the form and content of financial 
statements filed with the Commission. These proposals 
were responsive to the recommendation of the 
Commission’s Advisory Committee on Corporate 
Disclosure that a continuing goal of the Commission 
should be the elimination of rules of general applicability 
which cause differences between financial statements 
prepared in accordance with Regulation S-X and those 
prepared in accordance with generally accepted 
accounting principles. The staff is reviewing the public 
comments received on this proposal and anticipates 
recommending that the Commission consider further 
action during the third quarter of 1980. For further 
information, see Securities Act Releases No. 6178 (Jan. 
15, 1980) and No. 6204 (Apr. 2, 1980) (45 FR 5943 and 
24499). 


2. Form and Content of Financial Statements. 
Simultaneously with the publication of the foregoing item, 
the Commission proposed amendments to Regulation S-X 
intended to establish uniform instructions governing the 
periods to be covered in financial statements included in 
annual reports to shareholders and in most filings with the 
Commission under the Securities Act of 1933 and the 
Securities Exchange Act of 1934. The staff is now 
reviewing the public comments and anticipates 
recommending that the Commission consider further 
action with respect to the proposals during the third 
quarter of 1980. For further information, see Securities Act 
Release No. 6179 (Jan. 15, 1980) (45 FR 5963). 


3. Accountants’ Liability for Reports on Certain Unaudited 
Information Under the Securities Act of 1933. In 
December 1979, the Commission adopted rules which 
provide that a “report” prepared or certified by an 
accountant within the meaning of Sections 7 and 11 ofthe 
Securities Act of 1933 shall not include a review of 
unaudited interim financial information. In April 1980, the 
Commission proposed similar amendments which would 
exclude (1) reports on unaudited supplementary 
information concerning the effects of changing prices, 
and (2) reports on unaudited oil and gas reserve 
information from the ambit of Sections 7 and 11. The 
purpose of these proposals is to encourage the expansion 
of auditors’ responsibilities to include limited assurances 
concerning matters for which a full audit has not been 
undertaken. Following staff review of the public comments 
received, which is anticipated to be completed in the third 
quarter of 1980, the Commission will determine what 
further action to take on these proposals. 


In this connection, the Commission’s release publishing 
these proposals also stated that, in the near future, the 


Commission intends to request comments also on 
whether it should develop a general rule which addresses 
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the issue of accountants’ liability with respect to any 
reports issued by accountants, after conducting reviews 
less extensive than an audit. The Commission expects to 
consider whether such a general approach to the liability 
issue should be formulated during the second half of 
1980. For further information, see Securities Act Release 
No. 6208, (Apr. 30, 1980) (45 FR 29849). 


4. Ratio of Earnings to Fixed Charges. The Commission has 
issued a concept release requesting comments on the 
usefulness of the requirement that registrants present a 
ratio of earnings to fixed charges in filings with the 
Commission. The staff wili review comments and 
recommend further Commission action during the third 
quarter of 1980. For further information, see Securities Act 
Releases No. 6196 (Mar. 7, 1980) and No. 6211 (May 9, 
1980) (45 FR 16498 and 33650). 


5. Report on the Accounting Profession. In 1977, the 
Commission indicated to Congress that the Commission 
would report periodically on the response of the 
accounting profession to the challenges which Congress 
and others had placed before it and on the Commission's 
own initiatives concerning the profession. The 
Commission submitted such reports to Congress in 1978 
and 1979, and intends to submit a further report by the 
end of July, 1980. 


E. Miscellaneous 


1. Confidential Treatment Requests. On December 28, 
1979, the Commission issued a proposed rule setting forth 
procedures to be followed by persons seeking confidential 
treatment of material submitted to the Commission. The 
staff is studying the public comments and expects to make 
recommendations to the Commission in the near future. 
For further information, see Securities Act Release No. 
6172 (Dec. 28, 1979) (45 FR 1627). 


Il. REGULATORY REVIEW AND REFORM INITIATIVES 
A. General Policy 


In addition to the regulatory initiatives described above, 
the Commission is engaged in several significant efforts 
directed at the revision, simplification, and reform of 
various categories of its rules under the federal securities 
laws. In general, each of these efforts reflects one or more 
of three themes. First, the Commission seeks to review its 
rules continuously with a view toward maximizing investor 
protection while minimizing the costs and complexity of 
compliance and the level of federal intervention in 
business activity. Examples of this type of review include 
the Commission's proposals concerning the integration of 
disclosure requirements under the Securities Act and the 
Securities Exchange Act and the Commission’s ongoing 
studies under the Investment Company Act and 
Investment Advisers Act. See Items 1, 4, and 5 of Part IIB, 
infra. 


Second, as a result of the impetus provided by the work of 
the Advisory Committee on Corporate Disclosure,’? the 
Commission has initiated systematic measures to review 
all disclosure-related rules, forms, and guides ona regular 
basis. The Commission's objective is to eliminate out-of- 
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date requirements, remove inconsistencies, and, in 
general, to adjust its disclosure requirements to the ever- 
changing economic and business environment. A current 
example of this facet of the Commission’s regulatory 
review program is the review of the guides for filing 
registration statements and reports. See generally Items 2 
and 6 of Part IIB, infra. 


Third, the Commission has been particularly attentive to 
the effect of its requirements on small business and has 
taken a number of steps to reduce burdens on such 
entities consistent with investor protection. For example, 
in Securities Act Release No. 6049 (Apr. 3, 1979) (44 FR 
21562), the Commission adopted Form S-18, a simplified 
registration form available to certain issuers not subject to 
the Commission’s continuous reporting requirements. 
Form S-18 may be utilized for the registration of up to $5 
million of securities. Similarly, in Securities Act Release 
No. 6180 (Jan. 10, 1980) (45 FR 6362), the Commission 
adopted Securities Act Rule 242, 17 CFR 230.242, which 
allows certain issuers to sell up to $2 million of securities 
in any six-month period to an unlimited number of 
“accredited persons,” including specified institutions, 
purchasers of $100,000 or more, and executive officers 
and directors of the issuer, as well as to 35 other 
purchasers. Further current Commission initiatives of this 
nature are listed in Item 3 of Part IIB, infra. 


In addition to these three areas, another important facet of 
the Commission’s efforts to review existing regulatory 
requirements is monitoring of the operation and 
consequences of rules after they are adopted. In this 
connection, the Commission has instituted a number of 
monitoring programs with the goal of assessing, on an 
empirical basis, the impact of particular regulations on 
issuers, securities markets, and securities markets 
participants. The objective of such a program is to provide 
the Commission with the empirical predicate for the 
continuing examination of its regulatory framework. These 
programs utilize existing Commission data, as well as field 
research and surveys, in conjunction with established 
economic and statistical methodologies. In addition, the 
Commission’s Directorate of Economic and Policy 
Analysis is seeking to develop new analytic techniques to 
assess the impact of regulatory actions. 


The Commission’s sensitivity to the importance of 
monitoring has already generated several examples of the 
scope and impact of studies of this nature. First, the 
Commission recently released a monitoring report on 
Form S-18, a shortened registration form utilized by first- 
time securities issuers.? That report examined the use of 
Form S-18 during 1979, with particular emphasis on the 
characteristics of issuers utilizing the form, as well as the 





Report of the Advisory Committee on Corporate 
Disclosure to the SEC, Committee Print No. 95-29, 95th 
Cong., 1st Sess. (1977). 


3Securities and Exchange Commission, Form S-18: A 
Monitoring Report on Its Use in 1979 (March, 1980). 
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result cost savings. In addition, the Commission has 
prepared a study of the market impact of securities sales 
pursuant to Rule 144, a regulation governing the 
distribution of certain securities, as a prelude to 
consideration of further liberalization of that rule.‘ Further, 
concurrently with the adoption of new Rule 242, an 
exemptive provision designed to facilitate sales of 
securities by certain issuers, the Commission announced 
that it will closely monitor the operation of the rule in order 
to assess its continuing impact.® Finally, the Commission 
has initiated a monitoring program which will assist it in 
studying the consequences of Commission Rule 19c-3 
which precludes national securities exchanges from 
limiting off-board trading by their members in certain 
listed securities.6 The Commission intends to remain alert 
for opportunities to implement monitoring programs in 
conjunction with new rules as they are adopted. 


The Commission believes that ongoing review, evaluation, 
and monitoring of regulatory requirements are essential 
components of its responsibilities in administering the 
federal securities laws. These processes benefit from 
public commentary, and the Commission encourages all 
interested segments of the public and business 
community to submit comments on these programs in 
accordance with the terms of the various releases 
announcing these projects. 


B. Specific Initiatives 


Listed below are the major efforts in which the staff is 
currently engaged to review existing Commission 
regulations. In those instances where the Commission has 
issued a formal statement concerning the matter, the 
relevant release is cited. In some cases, however, the staff 
has not yet developed the specific initiatives discussed to 
the point of formal Commission consideration. In these 
instances, while the staff anticipates Commission action 
consideration during 1980, the matters involved may, of 
course, be substantially revised or rejected by the 
Commission. 


1. Integration and Improvement of Registration and 
Reporting Requirements. In response to the 
recommendations of the Disclosure Advisory Committee, 
the Commission is engaged in a project to integrate the 
registration and reporting requirements under the 
Securities Act of 1933 and the Securities Exchange Act of 
1934. The Commission believes that integration of these 
disclosure requirements will benefit registrants by 
reducing duplicative reporting and will produce a more 
coherent reporting structure. 


In this connection, the Commission has focused 
principally on improving and simplifying the registration 
and reporting processes. Initiatives to date have resulted 
in four separate proposals. 


a. Integration of Form 10-K and the Annual Report to 
Shareholders. The Commission has published a proposal 
directed toward developing the fundamental blueprint for 
a system of integration using the annual report to 
shareholders as the key disclosure document. See 
Securities Act Release No. 6176 (Jan. 15, 1980) (45 FR 
5974). This intiative is described in more detail in Item 1 of 
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Part IA, supra. 


b. Form and Content of Financial Statements. The 
Commission is re-evaluating requirements for financial 
statements focusing on issues such as the periods 
covered, the entities separately reported upon, and the 
requirement that pro forma financial statements be 
presented. See Securities Act Release No. 6179 (Jan. 15, 
1980) (45 FR 5963). This initiative is described in part in 
Item 2 of Part ID, supra. 


c. Review of Regulation S-X. The Commission has solicited 
comment on those requirements in its rules which are 
unnecessary or duplicative in light of generally accepted 
accounting principles. See Securities Act Release No. 
6178 (Jan. 15, 1980) (45 FR 5943). This initiative is 
described in more detail in Item 1 of Part ID, supra. 


d. Proposed Form S-15. The Commission has proposed a 
short form for registration of securities issued in certain 
merger and reorganization transactions. See Securities 
Act Release No. 6177 (Jan. 15, 1980) (45 FR 5934). This 
initiative is described in more detail under Item 4 of Part 
lA, supra. 


2. Review of Disclosure Requirements. As described in 
Item 5 of Part IA, the Commission has commenced a 
review of all of its disclosure requirements under the 
Securities Act of 1933 and the Securities Exchange Act of 
1934. As part of this process, in Securities Act Release No. 
6163 (Dec. 5, 1979) (44 FR 72604), the Commission 
solicited comments on the various Guides which have 
been issued under both Acts. 


3. Small lssuer Capital Formation. The Commission has for 
some time been examining steps that might be taken to 
facilitate small business capital formation and to reduce 
undue regulatory burdens on smaller registrants arising 
from administration of the federal securities laws. See 
Securities Act Release No. 5914 (Mar. 15, 1978) (43 FR 
10876). While the Commission’s primary responsibility is 
to protect investors and the integrity of the securities 
markets, compliance with Commission regulations should 
not operate unnecessarily to impair capital formation or to 
impose undue obligations on smaller issuers or broker- 
dealers. Accordingly, the Commission’s staff is 
considering several new initiatives designed to 
accommodate the needs of small business in a manner 
consistent with its statutory responsibilities. 


a. Regulation A. Regulation A, 17 CFR 230.251-264, 
contains an exemption from the full registration 
requirements of the Securities Act of 1933 for certain 





‘Securities and Exchange Commission, Rule 144 Sales in 
the OTC Market (January, 1980). 


5Securities Act Release No. 62180 (Jan. 10, 1980) (45 FR 
6362). 


6Securities Exchange Act Release No. 16888 (June 11, 
1980) (45 FR 41125). 
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small offerings of securities.’ The Office of Small Business 
Policy is preparing proposals which would amend 
Regulation A to update and consolidate the disclosure 
which¢+erm 1-A and Schedule | require. In addition, the 
Commission has proposed amendments to Rule 252 of 
Regulation A. Rule 252 disqualifies certain issuers from 
utilizing Regulation A unless the Commission finds good 
cause to grant relief. The Commission's proposals would 
cause disqualifications to lapse automatically after a 
specified period of time or upon satisfaction of certain 
objective criteria. For further information, see Securities 
Act Release No. 6214 (June 19, 1980) (45 FR 42642) 


b. Rule 240. The Office of Small Business Policy is also 
considering whether to recommend that the Commission 
propose amendments to Rule 240, 17 CFR 230.240, which 
exempts certain limited offers and sales by closely held 
issuers. The staff is examining the merits of increasing the 
$100,000 ceiling on the aggregate price of securities 
which may be offered pursuant to Rule 240 and excluding 
from that figure the dollar amount of sales of equity 
securities to defined institutional investors. In addition, 
the staff is considering whether to eliminate the present 
requirement that the amount of securities which may be 
offered pursuant to Regulation A be reduced by the 
amount of securities offered during the previous year 
under Rule 240. 


c. Wrap-Around Offering Circular. The Office of Small 
Business Policy currently is considering development of a 
“wrap-around” offering circular for Regulation A offerings 
by companies which have been subject for at least two 
years to the continuous reporting requirements of the 
Securities Exchange Act. The contemplated offering 
circular would be annexed to certain periodic reports 
which a registration statement on Form S-16 incorporates 
by reference. 


d. Rule 146. The Office of Small Business Policy is 
considering amendments to Rule 146, 17 CFR 230.146, 
the Commission’s safe harbor rule for private offerings,® 
which would more closely conform that provision to Rule 
242, supra, which exempts certain limited offerings from 
the registration requirements of the Securities Act of 
1933. Among the questions under review are whether to 
add to Rule 146(e) an express materiality standard with 
respect to the information which must be received by, or 
be accessible to, each offeree or his representative. The 
staff also is considering whether to exclude defined 
institutional investors from the 35-purchaser limitation in 
Rule 146 and whether to expand the permissible means of 
payment under Rule 146(g). 


e. Rule 147. The Office of Small Business is considering 
the feasibility of amending Rule 147, 17 CFR 230.147, the 
Commission's safe harbor rule for intrastate offerings, to 
address problems raised by commentators at the 
Commission’s small business hearings in 1978. To be 
eligible to use Rule 147, an issuer must be doing business 
within the state or territory in which its securities will be 
offered and sold. This “doing business” test requires not 
only that the issuer’s principal office be located in the state 
in question, but also that 80 percent of the issuer's gross 
revenues have been derived in-state, 80 percent of its 
assets be located in-state, and 80 percent of the net 
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proceeds of the offering be applied in-state. The staff will 
consider whether to relax these standards. Alternatively, 
the staff will consider whether to replace or augment Rule 
147 with a new limited offering exemption under 
Subsection 3(b) of the Securities Act of 1933 for securities 
offerings within defined multi-state geographic regions by 
issuers resident and doing business therein. 


f. Compliance Cost Study. The Office of Small Business 
Policy, in conjunction with the Directorate of Economic 
and Policy Analysis, is studying the feasibility of 
conducting a voluntary survey of issuers to determine the 
cost of complying with the continuous reporting provisions 
of the Securities Exchange Act of 1934. In 1977, the 
Advisory Committee on Corporate Disclosure conducted a 
very limited study of this nature. The information obtained 
through any new cost survey would augment existing data 
on which a proposed classification of issuers (Item g, 
infra) for purposes of flexible reporting requirements 
might be based 


g. Classification of Issuers. In Securities Exchange Act 
Release No. 16866 (June 2, 1980) (56 FR 40145), the 
Commission invited public comments on the concept of 
classifying issuers by size and adjusting periodic 
disclosure requirements with respect to certain smaller 
categories of issuers. Depending on the comments 
received, the staff anticipates formulating 
recommendations in this area before the end of 1980. This 
initiative is discussed in more detail in Item 9 of Part IA, 
supra. 


4. Investment Company Act Study. In 1978, the 
Commission established the Investment Company Act 
Study Group. The mandate of this group is to recommend 








71In Securities Act Release No. 5977 (Sept. 11, 1978) (43 
FR 41383), the Commission adopted an amendment to 
Regulation A to increase the aggregate offering price of 
securities which may be sold thereunder during a 12- 


month period from $500,000 to $1,500,000. This 
amendment followed Congressional action amending 
Section 3(b) of the Securities Act to raise the ceiling onthe 
Commission’s authority to create a small offering 
exemption. 


81n Securities Act Release No. 5975 (Sept. 8, 1978) (43 FR 
41193), the Commission adopted an amendment to Rule 
146 which modifies the disclosure requirements 
applicable to an offering which does not exceed 
$1,500,000 to allow disclosure of the information 
prescribed by Schedule | of Regulation A. Similarly, in 
Securities Act Release No. 5079 (Sept. 19, 1978) (43 FR 
43709), the Commission amended Rule 144, 17 CFR 
239.144, which sets forth guidelines for the resale of 
certain securities acquired in a private placement, to relax 
certain limitations on the manner of sale and of the 
amount of securities that can be sold under the rule. 
Securities Act Release No. 6032 (Mar. 5, 1979) (44 FR 
15610) further amended Rule 144 to permit certain 
nonaffiliates to disregard the volume limitation provisions 
of Rule 144 after a defined holding period. 
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to the Commission ways of resolving problems that have 
arisen during the four decades of Commission experience 
in regulating the investment company industry under the 
Investment Company Act of 1940. Accordingly, the group 
is reviewing the current state of Investment Company Act 
administration with the goal of developing asimpler, more 
efficient regulatory system that enhances the oversight 
responsibilities of investment company directors and 
minimize direct Commission involvement. 


As a result of this study, the Commission has proposed or 
adopted approximately 25 rules and amendments to rules 
regarding such matters as transactions with affiliated 
persons, investment advisory contracts, mergers and 
acquisitions, and routinely-granted applications. During 
the balance of 1980, the staff anticipates recommending 
that the Commission consider additional rules regarding: 


a. Subsection 22(d). The staff is examining Subsection 
22(d) of the Investment Company Act and the rules 
thereunder, which mandate the price at which 
redeemable investment securities are sold, to determine 
whether to recommend that the Commission propose new 
or amended rules or issue an interpretive release 
modifying the manner of compliance therewith. 


b. Valuation of Certain Debt Securities. The staff is 
considering recommending that the Commission issue an 
interpretive release reflecting concerns about valuation 
procedures for certain debt securities and stating the 
Commission’s position about proper valuation practices. 


c. Mini-accounts. The staff is considering whether to 
recommend that the Commission propose a rule defining 
mini-account services or otherwise clarifying the status 
under the Investment Company Act of various investment 
advisory programs. 


d. Service Contracts. The staff is considering whether to 
recommend that the Commission propose a rule 
permitting, under conditions designed for the protection 
of investors, affiliated persons of investment companies to 
provide administrative and other services to such 
companies. 


e. Money Market Fund Reporting Requirements. The staff 
is considering whether to recommend that the 
Commission propose a rule requiring money market funds 
to file reports with the staff concerning the performance of 
various administrative operations. 


f. Processing of Post-Effective Amendments. The 
Commission has proposed for comment a rule under the 
Securities Act, and related amendments to registration 
statement forms, which would cause most post-effective 
amendments to registration statements filed by 
investment companies to become effective automatically, 
without affirmative action by the Commission or its staff. 
This proposal is described in more detail in Item 3 of Part 
IC, supra. 


5. Investment Adviser Regulation. For some time, the 
Commission has been aware of a need to reevaluate its 
Investment Advisers Act of 1940 regulatory program in 
light of the increasing volume of services provided by 
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investment advisers. In December of 1978, the 
Commission established within its Division of Investment 
Management a new Office of Investment Adviser 
Regulation. This Office is conducting a comprehensive 
study to determine what, if any, changes should be made 
in its regulatory program with respect to investment 
advisers. For further information, see Investment Advisers 
Act Releaase No. 717 (Apr. 4, 1980) (45 FR 25080). 


6. Investment Company Disclosure Requirements. 
Consistent with its policy of systematically reviewing all 
disclosure requirements, the Commission has established 
a study group inthe Division of Investment Management to 
undertake a thorough review of the disclosure 
requirements imposed on investment companies by the 
Securities Act of 1933 and Investment Company Act of 
1940. The disclosure study is exploring ways to reduce 
duplicative and unnecessary burdens on both the 
investment company industry and the Commission staff 
which result from present disclosure requirements. 


7. Broker-Dealer Financial Responsibility Requirements. 
The Commission’s staff is presently considering a broadly 
focused re-examination of the Commission’s financial 
responsibility rules applicable to securities broker- 
dealers—Securities Exchange Act Rule 15c3-1, the net 
capital rule, and Rule 15c3-3, 17 CFR 240.15c3-1 and 
240.15c3-3. The staff anticipates recommending that the 
Commission publish a concept release on this issue 
during the third quarter of 1980. In this connection, the 
staff also has under consideration certain 
recommendations from the Securities Industry 
Association for changes in the net capital requirements. 


8. Broker-Dealer Financial and Operational Reporting. 
During the third quarter 1980, the Commission’s staff will 
address the need to propose amendments to Rule 17a-5 
under the Securities Exchange Act, 17 CFR 240.17a-5, the 
financial and operational reporting requirements for 
brokers and dealers collectively known as the FOCUS 
reporting system. Any such amendments would be 
designed to revise the FOCUS reporting system to reflect 
changed conditions in the industry and to eliminate 
unwarranted reporting requirements. 


9. Broker-Dealer Third Market Volume Reporting. The staff 
is considering whether to recommend that the 
Commission terminate the requirement, currently 
imposed pursuant to Securities Exchange Act Rule 17a-9, 
17 CFR 240.17a-9, that broker-dealers periodically report 
their third market trading volume. Comparable 
information presently is retrievable from the NASDAQ 
reporting system maintained by the National Association 
of Securities Dealers and, in conjunction with the redesign 
of the FOCUS reporting system described in Item 8, supra, 
the staff will explore the possibility of eliminating this 
reporting obligation. 


10. Public Utility Holding Act Exemptive Relief. The staff is 
considering recommending that the Commission publish 
for comment rules which would exempt certain electric 
utility company acquisitions of interests in generating 
companies from the application requirements of Section 
10 of the Public Utility Holding Company Act. Rules of this 
nature would provide a basis for exempting the parent 
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electric company from the definition of a holding company 
under Section 3(a) of the Act. Similarly, the staff is also 
considering recommending that the Commission publish 
for comment a rule which would exempt certain less than 
50 percent owned subsidiaries of registered holding 
companies from the duties, obligations, and liabilities 
imposed on subsidiaries under the Act. 


C. Nonregulatory Initiatives 


In enacting the federal! securities laws, Congress chose to 
place an important measure of its reliance on disclosure 
and _self-regulation—rather than direct Commission 
regulation—as the means to accomplish the goals on 
which the securities laws are premised. In that vein, the 
Commission has traditionally sought to avoid the 
application of regulatory requirements where less formal 
alternatives can suffice. The Commission currently has 
underway, or is considering, a number of initiatives to 
reduce, or avoid the imposition of, regulatory burdens 
through the use of flexible and cost-effective methods 
which will not entail direct regulation of the private sector. 
Where it is appropriate, this type of approach can provide 
for the necessary protection of public investors while 
diminishing the costs of regulatory compliance and the 
degree of governmental intrusion into private decision- 
making. 


The application of this philosophy may involve such 
measures as requiring the disclosure of information 
which, in addition to providing a better basis for 
investment and corporate suffrage decision-making, will 
also allow the discipline of the marketplace to encourage 
changes in behaviorial norms; enhancing the role and 
responsibility of corporate directors as a substitute for 
specific regulatory standard-setting; and encouraging 
voluntary private sector self-regulation. The lines between 
areas in which the public interest demands that the 
Commission act in a formal regulatory mode, those in 
which the Commission can rely on the more flexible 
approach described above, and those in which the 
Commission chooses to refrain from any involvement are 
not always easy to draw. Nonetheless, in certain 
circumstances “nonregulatory” Commission facilitation of 
private sector initiatives may obviate the need for direct 
regulation or additional legislation. 


The Commission has adopted, or may consider 
employing, these nontraditional regulatory methods inthe 
following contexts: 


1. The Investment Company Act Study. The study has 
adopted rules which seek to shift responsibility for some 
categories of investment company decision-making onto 
investment company directors and away from the 
application and regulatory approval mode. Examples of 
this approach include new Commission rules which allow 
directors to establish, and monitor compliance with, 
voluntary standards and procedures which are designed 
to provide for the fair treatment of the investment 
company in certain transactions. The study is described in 
more detail in Item 4 of Part IIB, supra, and Item 7 of Part 
HB, infra. 


2. Self-Regulation of Investment Advisers. At present, all 
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facets of investment adviser regulation are administered 
directly by the Commission. The staff is presently 
considering the feasibility of a self-regulatory system 
applicable to investment advisers. The Investment 
Advisers Act study is described in Item 5 of Part IIB, supra, 
and Item 8 of Part IIIB, infra. 


3. Self-Regulation of Accountants. The Commission has 
traditionally permitted the accounting profession to take 
the lead, subject to Commission oversight, in establishing 
appropriate accounting principles and auditing 
standards. More recently, the Commission has similarly 
supported the establishment of a voluntary self-regulatory 
organization for accountants to satisfy the public’s 
expectation of professional quality control. These matters 
have been discussed in detail in the Commission’s annual 
reports on the accounting profession as described in Item 
5 of Part ID, supra. 


4. Corporate Accountability. The form and effectiveness of 
the mechanisms of corporate accountability are 
intertwined with the level of public trust and confidence in 
the securities markets. For this reason, the Commission as 
an entity, and its individual members, have traditionally 
played an important role in encouraging voluntary private 
sector initiatives to enhance accountability. Similarly, the 
Commission has not been hesitant to use its disclosure 
authority and its authority over the proxy solicitation 
process to ensure that investors are fully informed 
concerning material information bearing on issuer 
accountability and to promote fair corporate suffrage. As 
discussed in more detail in Item 8 of Part IA, the 
Commission's staff is currently preparing a 
comprehensive report on these issues. 


5. National Market System. Section 11A(a)(2) of the 
Securities Exchange Act of 1934, as amended in 1975, 
directs the Commission to use its authority “to facilitate 
establishment of a national market system for securi- 
ties * * *.” While the discharge of this mandate has 
necessarily demanded formal Commission regulatory 
action of various kinds, the Commission endeavors, 
insofar as possible, to look to private sector initiatives in 
the reshaping of the securities market. Current 
Commission national market system initiatives are 
described in Item 1 of Part IB, supra. For a general 
discussion of the Commission’s national market system 
priorities and philosophy, see Securities Exchange Act 
Releases No. 14416 (Jan. 26, 1978) and 15671 (Mar. 22, 
1979) (43 FR 4354 and 44 FR 20360). 


Ill. CONTEMPLATED REGULATORY REVIEW AND 
REFORM INITIATIVES IN 1981 


A. Scope and Purpose 


The following is a listing of regulatory review initiatives 
which the staff is now considering but which would not 
commence until 1981. These initiatives illustrate the 
staff's current priorities with respect to regulatory revision 
and reform; proposals in these areas have not, however, as 
yet been presented tothe Commission, and the discussion 
in this section should not be interpreted as necessarily 
reflecting Commission endorsement of the concepts 
described. By publishing this listing, the Commission 
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seeks public comment on whether these items would be 
appropriate areas for it to address and whether there are 
other facets of its existing rules which the Commission 
should consider subjecting to review or possible revision. 


B. Specific Matters Under Consideration 


1. Sunset Review of Regulation C. In Securities Act Release 
No. 6163, which is described in Item 3 of Part IA, supra, 
and Item 2 of Part IIB, supra, the Commission indicated 
that it contemplated conducting a comprehensive 
analysis of Regulation C under the Securities Act of 19339 
as the next integral element in its ongoing review of 
disclosure requirements. Moreover, a review of 
Regulation C is consistent with the Commission’s goal of 
interpreting the disclosure requirements of the Securities 
Act and the Securities Exchange Act. The rules which 
comprise Regulation C were developed over a long period 
of time and without a comprehensive framework. 
Therefore, since this regulation has never been re- 
examined as a whole, certain of the rules may be obsolete, 
and some of the policies reflected in these rules may 
conflict with those contained in other rules, guides, or 
forms. In this regard, the Division intends to review 
Regulation C particularly in light of the creation and growth 
of Regulation S-K;!° developments resulting from the 
Guides project review (Item 5 of Part IA, supra); case law 
and current administrative practices; and the operation of 
particular concepts in Regulation C, such as the summary 
prospectus, which may merit expansion. 


2. Categorization of Regulation S-K Items. Regulation S-K, 
the initial step towards integrated disclosure, has been 
developed without regard to structure. In orderto avoid the 
organizational problems of Regulation C, and to create a 
useful body of readily accessible disclosure requirements 
with adequate room for further development, the staff is 
contemplating a review of Regulation S-K with the 
objective of developing a useful framework. This project 
would entail the creation of sections of the regulation 
dealing with specific disclosure topics, such as business 
information and accounting and financial data. 


3. Proxy Contests. Inasmuch as there have been 
indications that the number of election contests is on the 
rise, it may be advisable and timely to review the proxy 
rules in relation to contest situations, particularly Rules 
14a-7 and 14a-11, as well as Schedule 14B. Such a study 
would encompass an analysis of the existing rules and 
their relationship to case law developments, current policy 
considerations, and present issuer practice. 





*Regulation C consists of Securities Act Rules 400 through 
493, 17 CFR 230.400 through 493. These rules govern the 
registration of securities under that Act and the related 
disclosure requirements. 


Regulation S-K, 17 CFR Part 229.20, is entitled “Standard 
Instructions For Filing Forms Under Securities Act of 1933 
and Securities Exchange Act of 1934.” 
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4. Commercial Paper. The exemption relating to 
commercial paper in Section 3(a)(3) of the Securities Act 
of 1933 has received many interpretations over the years. 
The staff is considering proposing that the Commission 
commence a rulemaking proceeding, or issue an 
interpretative release, to clarify the scope of this 
exemption. 


5. Beneficial Ownership. Subsection 13(g) of the 
Securities Exchange Act of 1934 requires that the 
Commission “take such steps as it deems necessary or 
appropriate in the public interest and for the protection of 
investors to avoid unnecessarily duplicative reporting by 
and minimize the compliance burden on persons required 
to report” beneficial ownership. Although the purposes of 
Subsections 13(d), 13(g), and 16(a) of the Securities 
Exchange Act are somewhat different, the Commission 
requires similar disclosure pursuant to each. Accordingly, 
the staff is considering a project designed to reconcile and 
standardize the reporting requirements applicable to 
securities ownership in such a way as to lessen the burden 
on the reporting person while facilitating meaningful 
disclosure to the public. 


Set forth below are some of the issues with which an 
initiative of this nature would deal: 


(1) Although Subsections 13(d) and (g) and Subsection 
16(a) of the Securities Exchange Act have differing 
purposes, should the definitions of “beneficial ownership” 
applicable to each be reconciled, and, if so, how? 


(2) Is there a need to standardize the filing deadlines and 
the periods which the various reports cover? If so, how 
might this be accomplished? 


(3) Should the nature of the disclosure required under 
Subsections 13(d), 13(g), and 16(a) be harmonized and, if 
so, how might this be accomplished? In general, how might 
duplicative disclosure be eliminated consistent with the 
underlying statutory goals? Could the purposes of these 
sections be accomplished by the filing of a common 
reporting form? 


(4) Would a common form be more cost efficient than the 
present system? 


(5) What are the liability issues attendant upon the 
creation of acommon beneficial ownership reporting form 
under the Securities Exchange Act? 


In order to aid the staff in determining whether to 
commence such a review, and what its scope should be, 
the Commission particularly invites comment from 
interested persons on these questions. 


6. Financial Responsibility Requirements for Brokers and 
Dealers. The Commission staff is considering extending its 
review of the financial responsibility rules (see Item 7, Part 
11B, supra) to encompass other financial responsibility 
requirements for securities brokers and dealers, such as 
the minimum standards governing the handling and 
hypothecation by firms of funds and securities of their 
customers set forth in Rules 15c3-3, 8c-1, and 15c2-1 
under the Securities Exchange Act, 17 CFR 240.15c3-3, 
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240.8c-1, and 240.15c2-1. The staff may also evaluate the 
operation of the Commission’s fidelity bonding rule (Rule 
15b10-11, 17 CFR 240.15b10-11) for firms that are not 
members of a self-regulatory organization. 


The provisions of these rules are lengthy and complex, 
were adopted at various times over a period of many years, 
and have never been subject to a comprehensive 
reassessment. Important changes in the nature of the 
securities business and markets have, however, occurred, 
since these rules were adopted; these changes are, forthe 
most part, related to the emergence and growth of markets 
for new securities products and the development of the 
national market and clearance systems mandated in the 
Securities Acts Amendments of 1975. 


In the course of any examination of the financial 
responsibility rules, the staff would seek to determine— 


(1) Are these provisions unnecessarily complex or 
inconsistent with one another? If so, can they be better 
integrated and simplified? 


(2) Do the costs and burdens of compliance fall equitably 
on the various sizes and types of firms? If not, could the 
rules be appropriately restructured? 


(3) Would less burdensome alternative approaches to the 
various requirements acnieve the objective of protecting 
customer funds and securities? If so, what are these 
alternatives? 


The Commission particularly invites the views of 
interested members of the public concerning whether 
these issues would be the appropriate focus for such a 
study and whether additional avenues of inquiry might 
fruitfully be pursued. 


7.|nvestment Company Act Study. Inthe later phases of its 
work, the Investment Company Act Study Group (see Item 
4 of Part IIB, supra) will consider whether to recommend 
legislative changes in certain fundamental concepts 
underlying the Act. For example, the Act contemplates 
that management investment companies generally be 
organized in a corporate or business trust form which 
provides for shareholder voting. This requirement is not 
present in the regulatory schemes of other countries, 
particularly in Europe, where a nonvoting trust structure 
predominates. The staff intends to examine the operations 
of such nonvoting trusts which may provide useful insights 
and new areas of analysis within which to address the 
efficacy of our regulatory scheme and to consider 
alternatives which would lessen regulatory burdens while 
maintaining a high level of investor protection. 


8. Investment Advisers Act Study. In addition, as the 
review of the Investment Advisers Act (see Item 5 of Part 
11B, supra) continues, additional rulemaking under that 
Statute will take place. The staff will also consider certain 
issues which might result in recommendations which 
could be implemented only if Congress amends the Act. 
These issues include minimum professional 
qualifications, financial integrity requirements, and self- 
regulatory organizations for investment advisers. 
Investment Advisers Act Release No. 717 (Apr. 4, 1980) 
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(45 FR 25080) invited comment with respect to various 
matters which the Commission may consider in 
connection with its evaluation of whether to recommend 
legislation in this area. 


9. Investment Company Disclosure Study. As discussed 
earlier (see Item 6 of Part IIB), the staff is considering a 
revision of the investment company prospectus to enable 
reports to shareholders to be combined with that 
document. In addition, the staff is considering a more 
fundamental reexamination of the contents of investment 
company prospectuses. No examination of the 
substantive content of investment company prospectuses 
has been conducted for many years. As part of this 
examination, the staff might consider whether the 
prospectuses at present are too lengthy and detailed, and 
whether some information which is now required to be 
included can be omitted or presented in an abbreviated 
form. 


IV. CONCLUSION 


The Commission believes that this release will serve two 
purposes with respect to improving public understanding 
of, and participation in, Commission regulatory processes. 
First, Parts | and Il alert interested persons to certain 
significant Commission regulatory decisions likely to be 
made during the balance of 1980. More broadly, however, 
Parts Il and II! serve to inform the public of the scope and 
priorities of the Commission's staff with respect to 
reviewing the purpose, impact, and efficacy of existing 
Commission rules. That review process, especially when it 
is illuminated by meaningful public participation, is the 
most effective means by which the Commission can 
ensure that its rules remain flexible and realistic in the 
face of changes in the business environment and the 
securities and financial communities. 


By the Commission. 


George A. Fitzsimmons 
Secretary 
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GENERAL ORGANIZATION; ESTABLISHMENT OF 
COUNSEL FOR PROFESSIONAL RESPONSIBILITY 


ACTION: Final rule. 


SUMMARY: The Commission is amending its rules 
respecting its general organization to establish a new 
position, the Counsel for Professional Responsibility, to 
oversee compliance with the Commission’s Conduct 
Regulation. 


EFFECTIVE DATE: Immediately upon publication in the 
Federal Register. 


FOR FURTHER INFORMATION CONTACT: Theodore S. 
Bloch, Office of the General Counsel, Securities and 
Exchange Commission, Washington, D.C. 20549, (202) 
272-2454. 


SUPPLEMENTARY INFORMATION: Accordingly, 17 CFR 
Part 200 is amended by adding §200.21a to read as 
follows: 


PART 200—ORGANIZATION; CONDUCT AND ETHICS; 
AND INFORMATION AND REQUESTS 


§200.21a Counsel for Professional Responsibility. 


(a) The Counsel for Professional Responsibility within the 
Office of the General Counsel of the Commission shall 
oversee compliance with the Regulation Concerning 
Conduct of Members and Employees and Former 
Members and Employees, §§200.735-1-200.735-18 of 
this chapter and shall, when appropriate, investigate 
allegations of violation of that Regulation and the 
Commission’s Canons of Ethics, §§200.50-200.72 of this 
chapter and the Code of Behavior Concerning Ex Parte 
Communications Between Persons Outside the 
Commission and Decisional Employees, §§200.110- 114 
of this chapter. 


(b) The Counsel’s responsibilities, subject to the oversight 
of the General Counsel or his or her delegate, shall include: 
(1) receiving and reviewing information containing 
allegations of misconduct by a Commission employee; (2) 
referring those matters which involve management 
questions to Division Directors, Office Heads or Regional 
Administrators; (3) investigating or overseeing 
investigations into those allegations of misconduct which, 
in the judgment of Counsel, require investigation; (4) 
referring complaints which appear to involve a violation of 
federal criminal statutes, after a preliminary investigation 
has determined that the complaint is not frivolous, to the 
Chairman or most senior Commissioner who would be 
proper, for transmission to the Department of Justice in 
accordance with the provisions of 28 U.S.C. 535; (5) acting 
as liaison with the Department of Justice with respect to 
such matters as have been referred; or with state or local 
authorities to whom matters may on occasion be referred; 
(6) preparing for submission to the General Counsel 
reports of completed investigations with 
recommendations for disposition; (7) arranging for the 
review of articles and speeches as required by §220.735- 
4(e) of this chapter; (8) giving counseling under, and 
preparing interpretations or opinions with respect to, 
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provisions of the Commission's regulations governing the 
conduct of employees; and (9) referring findings of 
professional misconduct to the appropriate state 
professional boards or societies. 


* eK KK 


The Commission finds that this amendment relates solely 
to rules of agency procedure or practice and accordingly, 
that notice and prior publication for comments under the 
Administrative Procedure Act 5 U.S.C. 551 et seq., are 
unnecessary. See 5 U.S.C. 553(b). 


By the Commission. 


George A. Fitzsimmons 
Secretary 








SECURITIES EXCHANGE ACT OF 1934 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 16938/June 27, 1980 


Admin. Proc. File No. 3-5935 
In the Matter of 


PEABODY INTERNATIONAL CORPORATION 
4 Landmark Square 
Stamford, Connecticut 


ORDER INSTITUTING PROCEEDINGS PURSUANT TO 
SECTION 15(c)(4) OF THE SECURITIES EXCHANGE ACT 
OF 1934 AND FINDINGS AND ORDER OF THE 
COMMISSION 


The Commission deems it appropriate and in the public 
interest following an investigation by its Division of 
Enforcement that proceedings be instituted against 
Peabody International Corp. (“Peabody”) pursuant to 
Section 15(c)(4) of the Securities Exchange Act of 1934 
(the “Exchange Act’)! to determine whether Peabody 
failed to comply with Section 13(a) of the Exchange Act 
and Rules 13a-1 and 13a-13 thereunder with respect to 
certain filings made with the Commission by Peabody. 





1Section 15(c)(4) of the Exchange Act provides: 


If the Commission finds, after notice and opportunity for 
hearing, that any person subject to the provisions of 
Section 12, 13 or subsection (d) of Section 15 of this title or 
any rule or regulation thereunder has failed to comply with 
any such provision, rule or regulation in any material 
respect, the Commission may publish its findings and 
issue an order requiring such person to comply with such 
provision or such rule or regulation thereunder upon such 
terms and conditions and within such time as the 
Commission may specify in such order. 
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Simultaneously with the institution of these proceedings, 
Peabody submitted an Offer of Settlement solely for the 
purpose of disposing of the issues raised in these 
proceedings. Under the Terms of its Offer of Settlement, 
Peabody, solely for the purpose of these proceedings and 
without admitting or denying any of the findings set forth 
herein, consents to the issuance of this Order by the 
Commission. In its Offer of Settlement, Peabody has made 
certain undertakings as detailed herein with which the 
Commission has ordered Peabody to comply. 


The Commission has determined that it is appropriate and 
in the public interest to accept the Offer of Settlement of 
Peabody and accordingly is issuing this Order. 


I. 
Facts 


Peabody is a Delaware corporation with headquarters in 
Stamford, Connecticut. It produces pollution control 
equipment, manufactures solid waste and material 
handling equipment and provides services related to the 
energy industry. Peabody’s common stock is registered 
with the Commission pursuant to Section 12(b) of the 
Exchange Act and is listed on the New York Stock 
Exchange. For its fiscal year ended September 30, 1979, 
Peabody reported total assets of $380 million, net sales of 
$593 million and net income of $25.9 million. 


The Colorado-Ute Contract 


On May 17, 1977, Peabody Process Systems, Inc. (“PPSI!”), 
a Peabody subsidiary, entered into a contract with the 
Colorado-Ute Electrical Association, Inc.* for the 
construction of a sulphur dioxide air pollution control 
system for an electrical power plant in Craig, Colorado. 
This was the first such contract that PPSI had undertaken 
for an entire project, although PPSI had provided the 
engineering, equipment procurement and erection of 
other similar systems.? The project was scheduled to 
commence in May, 1977 and was to be completed in April, 
1979. 


PPSI| subcontracted all of the field work on a fixed price or 
unit price with maximum cost basis for this contract, 
relying on subcontractors to perform the site preparation, 
concrete work, steel erection, equipment erection, 
electrical installation and other work. Peabody 
subcontracted the electrical work to Kennedy: Electric 
(“Kennedy”) of Denver, Colorado, a subsidiary of 
Dynalectron Corporation, for $3.4 million. From the onset 
of the contract work and even prior to the construction 
start-up date, PPSI and Kennedy had disputes concerning, 
among other things, contract terms, engineering design, 
the type of wire to be utilized in the project, manpower 
requirements and scheduling. Subsequently, PPSI 
terminated Kennedy’s responsibility for electrical 
engineering and subcontracted separately for it. This 
resulted in a reduction in the contract price on the 
Kennedy subcontract to $2.9 million. 


As the contract work progressed, problems became 
exacerbated and, as a result, PPSI terminated Kennedy's 
subcontract on February 14, 1979, PPSI took the position 
that Kennedy breached the subcontract based, among 
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other things, on its failure to employ such additional 
workmen on the site as PPSI interpreted the manpower 
schedule to require. Thereafter, PPSI hired another 
contractor to complete the contract on a cost plus basis. 


PPSI and Kennedy thereafter began negotiations to resolve 
the financial ramifications of this termination through a 
settlement. These negotiations proceeded without 
resolution over several months. 


Peabody became aware of the cost problems and cost 
evaluation problems with the Colorado-Ute Project as a 
whole and, in particular, with the electrical costs, at least 
by the third quarter (ended June 30, 1979) of the 1979 
fiscal year. As a result, Peabody initiated a complete cost 
evaluation of this project at that time and completed this 
evaluation in the latter part of 1979. 


In November, 1979, this evaluation revealed that the cost 
of this contract would be dramatically higher than 
anticipated and, in particular, that the electrical costs 
would increase nearly threefold. The cost of the project 
would increase from approximately $54 million to 
approximately $64 million according to the evaluation. 
The electrical costs were expected to increase from the 
adjusted Kennedy contract price of $2.9 million to 
approximately $8.9 million. If absorbed as project costs, 
this would result in a loss being incurred on the contract. 


The settlement negotiations between PPSI and Kennedy 
terminated because the parties could not resolve their 
respective claims against each other. PPSI, in early August 
1979, instituted a suit, alleging breach of contract, against 
Kennedy. Kennedy counterclaimed for damages. 


The Deferral of Costs 


Peabody accounted for the Colorado-Ute contract using 
the percentage of completion method.’ Peabody deferred 
additional costs of approximately $5.9 million to complete 
electrical work originally subcontracted to Kennedy. 





The Colorado-Ute Electrical Association, Inc. is a 
Colorado corporation owned by three regional power 
companies. 


3This contract for $61 million undertaken by PPSI was, at 
the time of contracting, the largest of its kind. The next 
largest contract was for about half that amount. 


‘The percentage of completion method of accounting for 
long-term fixed-price contracts allows the contractor to 
recognize profits on the contract during the progress of 
work under the contract. It is preferable when estimates of 
costs to complete and extent of progress toward 
completion of long-term contracts are reasonably 
dependable. The income to be recognized by a contractor 
can be determined by two different methods. The method 
which Peabody utilized in connection with the Colorado- 
Ute contract was to recognize that percentage of 
estimated total income that incurred costs to date bore to 
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On November 20, 1979, Peabody's Vice President and 
General Counsel issued a legal opinion on the Kennedy 
litigation predicting a favorable outcome of the litigation 
for Peabody.® The General Counsel based his opinion upon 
his inquiry concerning the merits of the litigation. 
Peabody’s independent auditors agreed with the deferral 
and considered such deferral an acceptable method of 
accounting. The purported basis for this deferral was 
management's opinion that the entire amount of the 
estimated electrical subcontract cost overrun ($5.9 
million) would be recovered in the litigation against 
Kennedy and, accordingly, that no recognition of 
anticipated losses was necessary.® Had Peabody recorded 
the deferred costs of approximately $5.9 million as 
additional costs to complete, the contract would have 
shown a loss of approximately $2.6 million and reversal of 
profit of approximately $3.1 million for a total charge to 
operating income of approximately $5.7 million.’ 





Footnote 4 Continued 


estimated total costs to complete, as revised from time-to- 
time. The other method is to use such other measure of 
progress toward completion as may be appropriate having 
due regard to work performed (i.e. units of progress or 
engineering estimates of completion). As with all methods 
of accounting for long-term contracts, when current 
estimates of total contract costs indicate a loss, provision 
should be made in the current period for the entire loss on 
the contract. 


5In May, 1980, Peabody’s Vice President and General 
Counsel withdrew his opinion. 


‘Peabody did eliminate in the fourth quarter of fiscal 1979 
$3.6 million of the $6.6 million in profits already 
recognized on the contract through the end of the third 
quarter of fiscal 1979. 


7Peabody isolated the additional costs which it had 
incurred and expected to incur in excess of the adjusted 
$2.9 million subcontract, which had been expensed 
during the fiscal year. Such additional costs totalled $5.9 
million, of which the remaining $3.2 million of costs were 
incurred and deferred in the first quarter of the 1980 fiscal 
year. As the costs were incurred, they were not included in 
the percentage of completion calculation (see note 4) as 
incurred costs to date, but were recorded as a deferred 
asset, subject to future recovery. They were also excluded 
from the estimated total cost to complete the contract. 


8Paragraph 8 of Statement on Auditing Standards No. 12 
states, in part: “A letter of audit inquiry to the client's 
lawyer is the auditors primary means of obtaining 
corroboration of the information furnished by 
management concerning litigation, claims, and 
assessments.” 
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On December 28, 1979, Peabody filed with the 
Commission its Annual Report on Form 10-K for its fiscal 
year ended September 30, 1979 (“1979 Form 10-K”). The 
1979 Form 10-K contained financial statements for the 
1979 fiscal year, including an income statement in which 
Peabody reported net income of $25.9 million or $2.70 per 
share of common stock. For the fourth quarter, Peabody 
reported net income of $6.9 million or $.71 per share, 
which amount was identical to the per share figure 
reported for the fourth quarter of the 1978 fiscal year. 


Peabody had an inadequate basis, under the 
circumstances, upon which to defer the costs and avoid 
recognition of anticipated losses. Facts available at the 
time of management's decision on the accounting 
treatment indicated that substantial recovery in the 
litigation was uncertain. 


As noted above, at the time of contracting Peabody had 
never handled a contract of such magnitude. This contract 
at the time of signing was the largest of its kind. The 
construction time provided for the contract, less than two 
years, was considered a short time for a project of this size. 
Further, the field work, i.e., the concrete work, electrical 
work, etc., was entirely subcontracted on a fixed price or 
unit price with maximum cost basis. While this limited the 
financial exposure of Peabody, it placed strict 


requirements on Peabody to coordinate the work of the 
subcontractors. Detailed designs and plans did not exist 
for this project at the time of signing. Rapid development 
of designs and plans was a prerequisite for a successful 
and timely completion of the project. Problems developed 
first in the design area and then in scheduling, which, 


among other things, led to cost overruns. 


Prior to the issuance of the fiscal 1979 financial 
statements and filing of the 1979 Form 10-K with the 
Commission, Peabody knew of the serious cost overruns 
incurred and anticipated on the project. It also knew of 
inadequacies in its coordination of the work of 
subcontractors, design problems and delays caused by 
Peabody, and inadequacies in its cost projection methods. 
This information came from Peabody’s internal audit staff, 
Peabody personnel assigned to the project and from the 
subcontractors. Moreover, as a result of pre-litigation 
conferences with Kennedy, Peabody knew what defenses 
would be advanced by Kennedy and that the litigation 
would be vigorously defended. Subsequent to the 
issuance of the November 20, 1979 opinion of its Vice 
President and General Counsel, Peabody was made aware 
of the difficulties which it would face in the litigation by an 
attorney representing an insurance company which had 
issued a contract errors and omissions insurance policy to 
Peabody. 


Peabody’s outside counsel handling the litigation had 
been requested by management to express an opinion as 
to the likelihood of recovery. That law firm, in a letter to 
management issued prior to the release of the financial 
statements and filing of the 1979 Form 10-K, stated that it 
was unable to render an opinion, citing its recent entry into 
the case (four months) and the lack of adequate discovery 
as the factors hampering its ability to render an opinion.® 
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Peabody's Failure to Disclose Material Information 


Peabody's 1979 Form 10-K contained the following 
disclosure concerning the accounting treatment and 
litigation: 


ITEM 5. PENDING LEGAL PROCEEDINGS 


A subsidiary of the Company, Peabody Process Systems, 
Inc. (“PPSI”), is both a plaintiff and defendant in two 
lawsuits in Colorado, one pending inthe U.S. District Court 
for the District of Colorado (Peabody Processing Systems, 
Inc. v. Dynalectric Company and Dynamech Systems, 
Inc.) and the other in the District Court, County of Moffat, 
State of Colorado (Peabody Process Systems, Inc. v. 
Inseco, Inc.). The suits were instituted in August, 1979, 
and principally involve allegations of breach of contract by 
and against PPSI and former subcontractors of PPSI in 
connection with the installation of a scrubber and system 
by PPSI for a Colorado utility company. PPSI’s claims and 
the counterclaims against it are for monetary damages. 


Although the outcome of such suits and claims cannot be 
predicted with certainty, the disposition thereof will not, in 
the opinion of the management ofthe Company, resultina 
material adverse effect on the consolidated financial 
position or the results of operations of the Company and its 
subsidiaries. 


There was no disclosure in the fiscal 1979 Form 10-K 
concerning the deferral of costs, the failure to recognize 
anticipated losses, the effect on net income or the 
likelihood of recovery in the litigation.? Moreover, certain 
disclosures made in the 1979 Form 10-K and in Peabody’s 
Annual Report to Shareholders were incomplete and 
misleading. 


By failing to recognize the costs incurred and expected to 
be incurred in connection with the contract, the operating 
income of the Company as disclosed in various places in 
the 1979 Form 10-K, including the financial statements, 
was overstated by approximately $5.7 million, or 11%, and 
the operating income of Peabody's Air Group division was 
overstated by approximately 90%. As a result, Peabody 
reported a continuation of its favorable annual earnings 
trend and avoided reporting lower income for the fourth 
quarter of the 1979 fiscal year than it had in the fourth 
quarter of the prior fiscal year.!° 


In a discussion in the segment on Peabody's Air Group 
division in the Annual Report to Shareholders, which was 
incorporated by reference in the 1979 Form 10-K, the 
Company made the statement that “if results of this 
project (Colorado-Ute) were excluded from 1978 and 
1979 figures, Air Group operating income would have 
increased 24 percent.” Air Group operating income 
actually decreased 41.7% (as is disclosed elsewhere in the 
Report) and would have decreased by approximately 90% 
had Peabody fully recognized the costs incurred and 
anticipated. 


Various ratios and percentages, including annual growth 
in net income, return on shareholder's equity, and profit 
margins, were disclosed and discussed by the company in 
various places in the 1979 Form 10-K, including the 
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Eleven Year Financial Summary and the management's 
discussion section. These ratios, percentages and 
discussions would have changed significantly had the 
costs not been deferred. 


The financial information for the fourth quarter, in the 
1979 Form 10-K, which is contained in an unaudited note 
to the financial statements, failed to disclose the $3.9 
million operating loss on the Colorado-Ute contract, which 
actually was recognized by the Company in the fourth 
quarter. Such disclosure would have assumed even 
greater importance had the Company correctly recorded 
an additional operating loss of approximately $5.9 million 
by expensing the costs which were deferred. 


On February 14, 1980 Peabody filed its Quarterly Report 
on Form 10-Q for the fiscal quarter ended December 31, 
1979. In the quarter, Peabody incurred and deferred 
additional costs related to the Colorado-Ute contract inthe 
amount of $3.2 million, bringing the total costs deferred in 
connection with the contract to $5.9 million. No disclosure 
was made of the amount or the nature of the deferred costs 
in the financial statements, notes or management's 
discussion section. 





9Rule 5-02-3(g) of Regulation S-X requires disclosure of 
the amount of claims receivable included on the balance 
sheet which are subject to uncertainty concerning their 
ultimate realization, to include a description of the nature 
and status of the principal items comprising such amount. 


The following is a Summary of earnings per share as 
reported for the past three fiscal years: 

Quarter: 1979 
December 


1978 
0.53 
0.51 
0.69 
0.71 
2.44 


1977 
0.41 
0.43 
0.54 
0.55 
19S 


September 


“Rule 3-16(5)(4) requires the disclosure of any “. . .extra- 
ordinary, unusual or infrequently occurring items 
recognized in each full quarter within the two most recent 
fiscal years and any subsequent interim period for which 
income statements are presented, as well as the aggregate 
effect and the nature of year-end or other adjustments 
which are material to the results of that quarter.” 


2The following comment was included in the 
management’s discussion section in comparing the 
quarter ended December 31, 1979 with the quarter ended 
September 30, 1979: “Cost of goods sold declined 5% 
principally due to lower volume and also due to the fact 
that the preceding quarter included the recognition of 
significant additional costs for the completion of a major 
air pollution project.” The “significant additional costs” 
refer to the elimination of $3.6 million of previously 
recognized profits, related to the Colorado-Ute contract, in 
the fiscal quarter ended September 30, 1979, referred to 
previously in Note 5. 
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In its First Quarterly Report to shareholders dated March 
12, 1980, and in its Form 8-K dated March 18, 1980, 
Peabody disclosed that increased costs amounting to $5.9 
million, or approximately 30 cents per share of net 
income, were believed to be recoverable through litigation 
and had been deferred. 


II. 
Findings and Conclusions 


For the reasons discussed above, the Commission finds 
that Peabody failed to comply in several material respects 
with Section 13(a) of the Exchange Act and Rules 13a-1 
and 13a-13 thereunder. In this regard Peabody did not 
have a sufficient basis upon which to defer the costs 
attributed to Kennedy's alleged breach of contract or avoid 
recognition of the anticipated future costs, and, by reason 
of the accounting treatment employed, overstated its 
income in filings with the Commission. Accordingly, 
Peabody’s disclosures concerning these matters in filings 
with the Commission were misleading and Peabody 
omitted to disclose material matters, as discussed above. 


Il. 
Offer of Settlement 


Peabody has submitted an Offer of Settlement in which, 
without admitting or denying the findings herein, consents 
to the issuance of this Order. Peabody has made certain 
undertakings in its Offer of Settlement designed to prevent 
a recurrence of the violations referred to above. 


Peabody represents and undertakes to: 


1. Restate its certified financial statements as of and for 
the quarter and year ended September 30, 1979 and as of 
the quarter ended December 31, 1979 and amend its 
filings accordingly. 


2. Release immediately a restatement release disclosing 
the existence and nature of this proceeding and setting out 
the restated figures. 


3. Develop appropriate procedures and policies 
concerning the deferral of costs on contracts for work 
performed by it or its subsidiaries because of the 
probability that such costs will be recovered through 
litigation and concerning appropriate disclosure of such 
matters. Any such deferral shall be in accordance with 
generally accepted accounting principles and shall be 
approved by its audit committee and by its independent 
auditors and shall be disclosed in the 10-Q Report for the 
quarter in which the deferral is taken and in the quarterly 
report to stockholders for such quarter. 


IV. 
Order 


In view of the foregoing, the Commission deems it 
appropriate and in the public interest to accept the Offer of 
Settlement of Peabody and, accordingly, 


IT IS HEREBY ORDERED that proceedings pursuant to 


Section 15(c)(4) of the Exchange Act be and they are 
hereby instituted; 
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IT IS FURTHER ORDERED that Peabody: 


1. Comply with the reporting requirements of the 
Exchange Act; 


2. Amend its reports currently on file with the Commission 
to reflect the matters set forth in this Order; and 


3. Comply with its undertakings. 
By the Commission. 


George A. Fitzsimmons 
Secretary 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 16939/June 27, 1980 


NOTICE OF EFFECTIVENESS OF A PROPOSED RULE 
CHANGE BY THE BRADFORD SECURITIES PROCESSING 
SERVICE, INC. (File No. SR--BSPS-80-5) 


Bradford Securities Processing Services, Inc. submitted 
on June 16, 1980, a proposed rule change describing its 


Mutual Fund Redemption Service and amending SR- 
BSPS-78-5 to include a fee for each mutual fund 
redemption transaction. 


The foregoing rule change has become effective pursuant 
to Section 19(b)(3)(A) of the Securities Exchange Act of 
1934 and Rule 19b-4 thereunder. At any time within sixty 
days of the filing of such proposed rule change, the 
Commission may summarily abrogate the rule change if it 
appears to the Commission that such action is necessary 
or appropriate in the public interest, for the protection of 
investors, or otherwise in furtherance of the purposes of 
the Securities Exchange Act of 1934. 


Publication of the submission is expected to be made in 
the Federal Register during the week of June 30, 1980. 
Interested persons are invited to submit written data, 
views and arguments concerning the submission within 
twenty-one days from the date of publication inthe Federal 
Register. Persons desiring to make written submissions 
should file six copies thereof with the Secretary of the 
Commission, Securities and Exchange Commission, 500 
North Capitol Street, Washington, D.C. 20549. Reference 
should be made to File No. SR-BSPS-80-5. 


Copies of the submission, with accompanying exhibits, 
and of all written comments will be available for public 
inspection at the Securities and Exchange Commission’s 
Public Reference Room, 1100 L Street, N.W., Washington, 
D.C. Copies of the filing will also be available at the 
principal office of the above-mentioned self-regulatory 
organization. 
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For the Commission, by the Division of Market Regulation, 
pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 16940/June 27, 1980 


In the Matter of 


NATIONAL ASSOCIATION OF SECURITIES DEALERS, INC. 
1735 K Street, N.W. 
Washington, D.C. 20006 


(SR-NASD-80-2) 
(SR-NASD-80-4) 

ORDER APPROVING PROPOSED RULE CHANGES 
On January 29, 1980, the National Association of 
Securities Dealers, Inc. (“NASD”) filed with the 
Commission, pursuant to Section 19(b)(1) of the 
Securities Exchange Act of 1934, 15 U.S.C. 78(s)(b)(1) 
(the “Act’”) and Rule 19b-4 thereunder, copies of a 
proposed rule change to provide plans and specifications 
for its Investment Company Products/Variable Contracts 
Representative Examination (File No. SR-NASD-80-2). 


Notice of the proposed rule change together with the terms 
of substance of the proposed rule change was given by 
publication of a Commission Release (Securities 
Exchange Act Release No. 34-16563, February 11, 1980) 
and by publication in the Federal Register (45 FR 10496, 
February 15, 1980). 


On March 27, 1980, the NASD filed with the Commission, 
pursuant to Section 19(b)(1) of the Act and Rule 19b-4 
thereunder, copies of a proposed rule change to provide 
plans and specifications for its Direct Participation 
Programs Representative Examination (File No. SR-NASD- 
80-4) 


Notice of the proposed rule change together with the terms 
of substance of the proposed rule change was. given by 
publication of a Commission Release (Securities 
Exchange Act Release No. 34-16711, March 31, 1980) 
and by publication in the Federal Register (45 FR 23841, 
April 8, 1980). 


The two examinations would be taken by individuals 
seeking to qualify either as Limited Representatives— 
Investment Company/Variable Contracts Products or 
Limited Representatives—Direct Participation Programs, 
two categories of limited representative registration that 
would be authorized by a related proposed rule change 
(SR-NASD-80-1).! 


All written statements with respect to the proposed rule 
changes which were filed with the Commission and all 
written communications relating to the proposed rule 
changes between the Commission and any person were 


564/SEC DOCKET 


considered and (with the exception of those statements or 
communications which may be withheld from the public 
in accordance with the provisions of 5 U.S.C. §552) were 
made available to the public at the Commission’s Public 
Reference Room. 


The Commission finds that the proposed rule changes are 
consistent with the requirements of the Act and the rules 
and regulations thereunder applicable to registered 
national securities associations, and in particular, the 
requirements of Sections 15A and 15(b), andtherules and 
regulations thereunder. 


IT IS THEREFORE ORDERED, pursuant to Section 19(b)(2) 
of the Act, that the above-mentioned proposed rule 
change be, and it hereby is, approved. 


For the Commission, by the Division of Market Regulation 
pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 16941/June 27, 1980 


In the Matter of 
NATIONAL ASSOCIATION OF SECURITIES DEALERS, INC. 


1735 K Street, N.W. 
Washington, D.C. 20006 


(SR-NASD-80-12) 


NOTICE OF FILING OF PROPOSED RULE CHANGE AND 
ORDER APPROVING PROPOSED RULE CHANGE 


Pursuant to Section 19(b)(1) of the Securities Exchange 
Act of 1934, 15 U.S.C. 78s(b)(1) (the “Act”), notice is 
hereby given that on June 19, 1980, the National 
Association of Securities Dealers, Inc. (“NASD”) filed with 
the Commission copies of a proposed rule change to revise 
the specifications for the Registered Options Principal 
examination. 


Interested persons are invited to submit written data, 
views and arguments concerning the submission within 
21 days from the date of this publication. Persons desiring 
to make written comments should file six copies thereof 
with the Secretary of the Commission, Securities and 
Exchange Commission, 500 North Capitol Street, 
Washington, D.C. 20549. Reference should be made to 
File No. SR-NASD-80-12. 





‘Proposed NASD Rule SR-NASD-80-1 was approved by the 
Commission today. Securities Exchange Act Release No. 
34-16936 (June 26, 1980). 


Volume 20, No. 8, July 15, 1980 





Copies of the submission, all subsequent amendments, all 
written statements with respect to the proposed rule 
change which are filed with the Commission, and all 
written communications relating to the proposed rule 
change between the Commission and any person, other 
than those which may be withheld from the public in 
accordance with the provisions of 5 U.S.C. §552, will be 
available for inspection and copying at the Commission’s 
Public Reference Room, 1100 L Street, N.W., Washington, 
BE Op 


The Commission finds that the proposed rule change is 
consistent with the requirements of the Act and the rules 
and regulations thereunder applicable to national 
securities associations and in particular, the requirements 
of Section 15A, and the rules and regulations thereunder. 


The Commission finds good cause for approving the 
proposed rule change prior to the thirtieth day after the 
date of publication of notice of filing thereof, in that the 
revised examination will incorporate questions on the new 
options rules which have been adopted by the options 
exchanges, the New York Stock Exchange, and the NASD 
in response to the recommendations made by the 
Commission's Special Study of the Options Markets and 
thereby represents an improvement over the currently 
administered examination. Therefore, the revised 
examination’s immediate implementation is in 
furtherance of the NASD’s responsibility under Section 
15A of the Act to ensure minimum standards of 
competence on the part of its members. 


IT IS THEREFORE ORDERED, pursuant to Section 19(b)(2) 
of the Act, that the proposed rule change referenced above 
be, and it hereby is, approved. 


For the Commission, by the Division of Market Regulation, 
pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 16942/June 27, 1980 


NOTICE OF FILING OF PROPOSED RULE CHANGE BY THE 
OPTIONS CLEARING CORPORATION (File No. SR-OCC-80- 
5) 


The Options Clearing Corporation submitted on June 20, 
1980, a proposed rule change, pursuant to Rule 19b-4 
under the Securities Exchange Act, amending its 
disciplinary rules and procedures. 


Publication of the submission is expected to be made in 
the Federal Register during the week of June 30, 1980. 
Interested persons are invited to submit written data, 
views and arguments concerning the submission within 
twenty-one days from the date of publication in the Federal 
Register. Persons desiring to make written submissions 
should file six copies thereof with the Secretary of the 
Commission, Securities and Exchange Commission, 500 


Volume 20, No. 8, July 15, 1980 


North Capitol Street, Washington, D.C. 20549. Reference 
should be made to File No. SR-OCC-80-5. 


Copies of the submission, with accompanying exhibits, 
and of all written comments will be available for public 
inspection at the Securities and Exchange Commission's 
Public Reference Room, 1100 L Street, N.W., Washington, 
D.C. Copies of the filing will also be available at the 
principal office of the above-mentioned self-regulatory 
organization. 


For the Commission, by the Division of Market Regulation, 
pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 16943/June 30, 1980 


SEE 


SECURITIES ACT OF 1933 
Release No. 6219/June 30, 1980 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 16944/June 30, 1980 


NOTICE OF FILING OF PROPOSED RULE CHANGE BY THE 
MIDWEST CLEARING CORPORATION (File No. SR-MCC- 
80-1) 


Midwest Clearing Corporation submitted a proposed rule 
change on June 26, 1980, pursuant to Rule 19b-4 under 
the Securities Exchange Act of 1934, that would permit the 
chairman of the board of directors to set the salary of the 
president of the corporation and that would designate the 
chairman as the chief executive officer of the corporation. 


Publication of the submission is expected to be made in 
the Federal Register during the week of July 7, 1980. 
Interested persons are invited to submit written data, 
views and arguments concerning the submission within 
twenty-one days from the date of publication in the Federal 
Register. Persons desiring to make written submissions 
should file six copies thereof with the Secretary of the 
Commission, Securities and Exchange Commission, 500 
North Capitol Street, Washington, D.C. 20549. Reference 
should be made to File No. SR-MCC-80-1. 


Copies of the submission, with accompanying exhibits, 
and of all written comments will be available for public 
inspection at the Securities and Exchange Commission’s 
Public Reference Room, 1100 L Street, N.W., Washington, 
D.C. Copies of the filing will also be available at the 
principal office of the above-mentioned self-regulatory 
organization. 
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For the Commission, by the Division of Market Regulation, 
pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 16945/July 1, 1980 


NOTICE OF FILING OF PROPOSED RULE CHANGE BY 
CHICAGO BOARD OPTIONS EXCHANGE, INCORPORATED 
(File No. SR-CBOE-80-18) 


The Chicago Board Options Exchange, Incorporated 
submitted on June 23, 1980, a proposed rule change 
under Rule 19b-4 to make permanent the rule permitting 
members ofa joint account to trade with each other but not 
with the joint account. 


Publication of the submission is expected to be made in 
the Federal Register during the week of July 7, 1980. In 
order to assist the Commission to determine whether to 
approve the proposed rule change or institute proceedings 
to determine whether the proposed rule change should be 
disapproved, interested persons are invited to submit 
written data, views and arguments concerning the 
submission within 21 days from the date of publication in 
the Federal Register. Persons desiring to make written 
comments should file six copies thereof with the Secretary 
of the Commission, Securities and Exchange Commission, 
500 North Capitol Street, Washington, D.C. 20549. 
Reference should be made to File No. SR-CBOE-80-18. 


Copies of the submission, all subsequent amendments, all 
written statements with respect to the proposed rule 
change which are filed with the Commission, and of all 
written communications relating to the proposed rule 
change between the Commission and any person, other 
than those which may be withheld from the public in 
accordance with the provisions of 5 U.S.C. §552, will be 
available for inspection and copying at the Commission’s 
Public Reference Room, 1100 L Street, N.W., Washington, 
DG. 


Copies of the filing and of any subsequent amendments 
will also be available at the principal office of the above- 
mentioned self-regulatory organization. 


For the Commission, by the Division of Market Regulation, 
pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 16946/June 27, 1980 


A notice has been issued giving interested persons until 
July 18, 1980 to comment on the application of the Boston 
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Stock Exchange Inc. for uniisted trading privileges in five 
issues. 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 16947/July 1, 1980 


An order has been issued granting the application of 
PLESSEY INCORPORATED to withdraw its 4-1/2% 
Subordinated Convertible Debentures (due 6-1-93) from 
listing and registration on the American Stock Exchange, 
Inc. 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 16948/July 1, 1980 


In the Matter of Application of the 
PHILADELPHIA STOCK EXCHANGE, INC. 


FOR UNLISTED TRADING PRIVILEGES 
SECURITIES EXCHANGE ACT OF 1934 


FINDINGS AND ORDER GRANTING APPLICATIONS FOR 
UNLISTED TRADING PRIVILEGES 


The Philadelphia Stock Exchange (“Phlix”) has filed 
applications with the Commission pursuant to Section 
12(f)(1)(B) of the Securities Exchange Act of 1934 (‘Act’) 
and Rule 12f-1 [17 CFR 240.12f-1] thereunder, for 
unlisted trading privileges in the following securities which 
are listed on another national securities exchange: 


RCA Corporation 
$3.65 Preference Stock, $1 Par Value (File No. 7-5569) 
$2.125 Cumulative Convertible Preference Stock, $1 
Par Value (File No. 7-5570)! 


The Commission finds that approval of the Phix’s 
applications for unlisted trading privileges in these 
securities is consistent with the maintenance of fair and 
orderly markets and the protection of investors. As a 
national securities exchange registered with the 
Commission pursuant to Section 6 of the Act, the Phix is 
subject to the provisions of paragraph (b) of that section, 
and to the Commission’s inspection authority and 
oversight responsibility under Sections 17 and 19 of the 
Act and the rules and regulations thereunder. In addition, 
transactions in the subject securities, regardless of the 
market in which they occur, are reported in the 
consolidated transaction reporting system contemplated 
by Rule 11Aa3-1 under the Act[17 CFR 240.11Aa3-1]. The 
availability of last sale information for the subject 





‘Notice of these applications were given by publication in 
the Federal Register. 45 FR 41106 (June 17, 1980). The 
Commission has received no comments with respect to 
these applications. 
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securities should contribute to pricing efficiency and to 
ensuring that transactions on the Phix are executed at 
prices which are reasonably related to those occurring in 
other markets. Finally the Commission has received no 
comments indicating that the granting of these 
applications would not be consistent with the 
maintenance of fair and orderly markets and the 
protection of investors. The Commission further finds that 
approval of the Phix applications will provide increased 
opportunities for competition among brokers and dealers 
and among exchange markets consistent with the 
purposes of the Act and the objectives of the national 
market system. 


ACCORDINGLY, IT IS ORDERED, pursuant to Section 
12(f)(1)(B) of the Act, that the applications for unlisted 
trading privileges on the Philadelphia Stock Exchange in 
the above named securities are hereby approved. 


For the Commission, by the Division of Market Regulation, 
pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 16949/July 1, 1980 


Admin. Proc. File No. 3-5938 
In the Matter of 
HARRY E. HAGERTY 


ORDER INSTITUTING PUBLIC ADMINISTRATIVE 
PROCEEDINGS AND FINDINGS AND ORDER IMPOSING 
REMEDIAL SANCTIONS 


In anticipation of these proceedings, Harry E. Hagerty 
(Hagerty) a securities salesman of a broker-dealer 
registered with the Commission pursuant to Section 15(b) 
of the Securities Exchange Act of 1934 (Exchange Act), 
has submitted an Offer of Settlement which the 
Commission has determined to accept. Solely for the 
purpose of these proceedings and any other Commission 
proceedings and without admitting or denying the finding 
herein, respondent Hagerty consents to the findings and 
sanctions set forth below. 


Accordingly, IT 1S ORDERED that public administrative 
proceedings pursuant to Section 15(b) and 19(h) of the 
Exchange Act be, and they hereby are, instituted. 





1See Litigation Release Nos. 9085, 9100. 
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On the basis of the staff's investigation, the allegations in 
the Complaint filed by the Commission in Securities and 
Exchange Commission v. Digital Switch Corporation, etal., 
C.A. No. 800296-A (E.D. Va.),' and the Offer of Settlement, 
it is found that respondent Hagerty willfully violated 
Sections 5(a), 5(c) and 17(a) of the Securities Act of 1933, 
and Section 10(b) of the Exchange Act and Rule 10b-5 
thereunder, in connection with offer and sale of 
unregistered common stock of Digital Switch Corporation 
(DSC) by failing to disclose, among other things, the use of 
investor funds to pay commissions on stock sales. 


In view of the foregoing, it is inthe public interest to impose 
the sanctions specified in the offer of settlement. 


Accordingly, IT |S ORDERED that: Harry E. Hagerty be, and 
he hereby is, suspended as of the opening of business on 
the second Monday following the date of this Order, from 
association in any capacity with any broker or dealer for a 
period of six business days; and thereafter his activities in 
connection with association with any broker or dealer shall 
be limited to those of a non-supervisory nature, provided 
that he may apply to the Commission to remove such 
limitation after a period of two years from the date of this 
Order. 


By the Commission. 


George A. Fitzsimmons 
Secretary 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 16950/July 2, 1980 


Admin. Proc. File No. 3-5936 
In the Matter of 


OCCIDENTAL PETROLEUM CORPORATION 
10889 Wilshire Boulevard 
Los Angeles, California 


ORDER INSTITUTING PROCEEDINGS PURSUANT TO 
SECTION 15(c)(4) OF THE SECURITIES EXCHANGE ACT 
OF 1934, OPINION AND ORDER OF THE COMMISSION 


The Commission deems it appropriate in the public 
interest following an investigation by its Division of 
Enforcement that pursuant to Section 15(c)(4) of the 
Securities Exchange Act of 1934 (the “Exchange Act”) 
proceedings be instituted with respect to Occidental 
Petroleum Corporation (“Oxy”) to determine whether, 
during the period January 1, 1973 to the present, Oxy 
failed to make certain required disclosures in various 
filings submitted to the Commission pursuant to Section 
13 of the Exchange Act and the Rules and Regulations 
promulgated thereunder. 


Simultaneously with the institution of these proceedings, 
Oxy has submitted an Offer of Settlement for the purpose 


SEC DOCKET /567 





of disposing of the issues raised in these proceedings. 
Under the terms of its Offer of Settlement, incorporated 
herein by reference, Oxy, solely for the purpose of these 
proceedings, without trial or any adjudication, makes 
certain undertakings, and without admitting or denying 
any of the matters set forth herein, consents to the 
issuance of this Order of the Commission. In its Offer of 
Settlement to dispose of these proceedings, Oxy has made 
certain undertakings which are accepted by the 
Commission as detailed herein. 


The Commission has determined that it is appropriate and 
in the public interest to accept the Offer of Settlement of 
Oxy and the undertakings contained in the Offer of 
Settlement, and, accordingly, issues this Order. 


I. 
STATEMENT 


A. INTRODUCTION 


Oxy, a California corporation organized in 1920 with 
headquarters in Los Angeles, California, is engaged in 
exploring for and developing and producing natural 
resources, principally oil and gas outside of the United 
States and coal within the United States; marketing and 
transporting petroleum and petroleum products; and 
manufacturing and distributing chemicals of various 
types. Its securities are registered with the Commission 
pursuant to Section 12(b) of the Exchange Act and are 
traded on the New York Stock Exchange and other 
exchanges. Throughout all times relevant herein Oxy has 
filed annual and other periodic reports with the 
Commission pursuant to Section 13(a) of the Exchange 
Act and the Rules and Regulations promulgated 
thereunder. For the year ended December 31, 1979, Oxy 
reported net sales of approximately $9.55 billion and net 
income of approximately $561.7 million. 


Oxy’s oil and gas exploration and production operations 
are conducted throughout the world with the principal 
operations in Libya, the United Kingdom sector of the 
North Sea, Peru, Bolivia, the United States and Canada. 
For the year ended December 31, 1979, as reflected in 
Oxy’s 1979 Annual Report on Form 10-K, all its oil and gas 
exploration and production operations, including the sale 
of its shares of oil production in these countries and 
additional crude oil purchased from Libya, accounted for 
approximately 42% of Oxy’s total revenues, approximately 
87% of its operating profit after Libyan taxes but before 
other income taxes and unallocated interest and corporate 
expenses, and approximately 39% of identifiable assets. 


Oxy’s chemical operations are conducted through Hooker 
Chemical Corporation (‘Hooker’), a wholly-owned 
subsidiary, and its subsidiaries, including Hooker 
Chemicals & Plastics Corp., acquired by Oxy in 1968. 
Hooker, with over 18,400 employees, is a major producer 
of industrial chemicals, plastics, metal finishing 
chemicals and equipment, and agricultural chemicals 
and fertilizers. For the year ended December 31, 1979, as 
reflected in Oxy’s 1979 Annual Report on Form 10-K, Oxy’s 
chemical operations accounted for approximately 21% of 
Oxy’s total revenues, approximately 7% of its operating 
profit and approximately 25% of identifiable assets. 
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As discussed below, various filings by Oxy and the 
Commission since January 1, 1975! did not contain 
certain required disclosures relating to: (1) Oxy’s 
discharge of chemical or toxic wastes (“waste”) into the 
environment; (2) the status of the proposed construction 
of a hydro-skimming refinery on Canvey Island; (3) the 
status of Oxy’s negotiations with Libya concerning the 
financial arrangement pursuant to which Oxy operated in 
Libya; and (4) signed, undated letters of resignation which 
were submitted by certain nominees to Oxy’s Board of 
Directors at the request of Dr. Armand Hammer, the 
Chairman of the Board. 


B. ENVIRONMENTAL MATTERS 


As a major chemical company with facilities throughout 
the United States, Oxy’s wholly owned subsidiary, Hooker, 
is subject to compliance with various federal, state and 
local environmental protection laws and regulations 
restricting the discharge of pollutants in the environment. 
Such regulatory restraints have had and have asignificant 
financial impact on Hooker with respect to increased 
expenditures attributable to compliance with 
environmental laws and actual or potential liabilities 
arising from its discharge of pollutants. 


Set forth below is a description of the three areas of non- 
disclosure in Oxy’s filings with the Commission with 
respect to matters regulating the discharge of waste into 
the environment, or otherwise relating to the protection of 
the environment, which the Commission, as a result of its 
investigation, believes should have been disclosed. Oxy 
did not disclose, in numerous instances, the required 
information concerning pending or contemplated 
administrative or judicial proceedings by governmental 
authorities arising under federal, state, or local law relating 
to the protection of the environment. In addition, as set 
forth below, Oxy did not make adequate disclosures in 
filings with the Commission concerning the effects that 
compliance with environmental regulations would have 
upon its capital expenditures and earnings. Finally, Oxy 
did not disclose certain potential material liabilities 
resulting from the leaching of wastes into the environment 
from various chemical disposal sites. 





‘This proceeding and order concern Oxy’s annual and 
periodic reports over the time period relevant herein. 


“The Commission regulations specifically require 
disclosure of information related to capital expenditures, 
earnings and competitive position of registrants. See, 
Securities Act Release No. 5170 (July 19, 1971 at 1), 
Exchange Act Release No. 9252. See also, Securities Act 
Release No. 5704 (May 6, 1976 at 1), Exchange Act 
Release No. 12414; In the Matter of United States Steel 
Corporation, Exchange Act Release No. 16233 
(September 27, 1979) which was issued by the 
Commission during the pendency of othe Commission’s 
private investigation in this matter. 


Volume 20, No. 8, July 15, 1980 





1. Disclosure of Environmental Proceedings Involving Oxy 


In 1973, the Commission adopted amendments to its 
registration and reporting forms with respect to 
environmental matters which were designed to promote 
investor protection and at the same time promote the 
purposes of the National Environmental Policy Act of 
1969.3 One such rule required reporting companies to 
disclose information relating to administrative or judicial 
proceedings arising under provisions relating to the 
protection of the environment and pending or known to be 
contemplated by governmental authorities. 


Since at least 1974, Oxy has been the subject of numerous 
proceedings instituted by governmental authorities 
pursuant to federal, state or local governmental regulatory 
provisions and has frequently been involved in various 
types of proceedings relating to the environment. From 
April 1974 through December 1976, Oxy was involved in at 
least 90 legal proceedings with governmental units 
relating to the protection of the environment. 
Approximately three-quarters of these proceedings 
between 1974 and 1976 were administrative in nature and 
related to excessive emissions into the air, or the improper 
discharge of effluents into waterways, or violations of 
National Pollutant Discharge Elimination System 
(“NPDES”) permits issued to various Oxy facilities. 
Corrective actions were undertaken by Oxy, and in most 
cases civil penalties ranging from $250 to $2500 per 
violation were imposed. Other proceedings between 1974 
and 1976 involved administrative and criminal 
misdemeanor actions against Island Creek Coal Company, 
a wholly-owned subsidiary of Oxy, principally for the 
discharge of pollutants into streams in violation of West 
Virginia pollution control laws, all of which were 
terminated by settlement or, in the misdemeanor actions, 
by pleas of nolo contendere, resulting in the aggregate in 
fines or penalties of $19,736.00. 


Prior to May 1977, Oxy did not disclose, as required, in any 
filing with the Commission the existence and nature of 
these 90 pending or contemplated proceedings relating to 
discharge of waste into the environment or otherwise 
relating to the protection of the environment. 


Subsequent to Oxy’s initial disclosures of the existence of 
proceedings in May 1977 in a Report on Form 10-Q for the 
period ending March 31, 1977, Oxy did not disclose on 
several occasions the existence of other contemplated 
legal proceedings relating to discharge of materials into 
the environment or otherwise relating to the protection of 
the environment. On other occasions, Oxy did not timely 
make certain required disclosures in filings with the 
Commission and the period of the non-disclosure was, in 
many cases, substantial. 


The following discussion concerning the Occidental 
Chemical Company (“Oxychem’’) facility at White Springs, 
Florida, provides an example of Oxy’s failure to disclose 
timely, during 1978, a legal proceeding contemplated by 
the EPA. 

White Springs 


Officials of Oxychem, a wholly-owned subsidiary of 
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Hooker, were informed on February 22, 1978 at a meeting 
with the staff of EPA in Atlanta, Georgia that allegations 
had been made as to its compliance with certain 
environmental regulations at the White Springs facility 
with respect to discharges into the Suwannee River. 


On May 5, 1978, Oxychem informed EPA that a 
diammonium phosphate (“DAP” plant #2 or “Z” Train) 
unit* had been operated since September 1975, in 
violation of the applicable fluoride. emission limiting 
regulations and that, as a result, certain “Air Pollution 
Emissions Report” forms previously submitted 
inaccurately reflected Oxychem’s level of compliance at 
the DAP plant #2.5 


As a result, on or about June 8, 1978, Oxychem 
management was informed by the United States Attorney 
for the Middle District of Florida, that a criminal action 
would be likely against Oxychem. Oxychem agreed that if 
documentation for the contemplated charge was 
forthcoming, Oxychem would plead nolo contendere tothe 
charge. On June 29, 1978, Oxychem presented to the U.S. 
Attorney facts documenting the proposed charge. By mid- 
July 1978, previous efforts by Oxychem counsel to 
dissuade prosecution by the U.S. Attorney, on 
jurisdictional and other grounds, proved unsuccessful. 
Thereafter, on September 1, 1978, Oxychem entered a 
plea of nolo contendere to a single-count misdemeanor 
information of knowingly submitting a false statement to 
the EPA under Section 113(i)(2) of the Clean Air Act, 42 
U.S.C. §7413(i)(2) in a federal district court in Florida. 
Although Oxychem knew by June 30, 1978, that criminal 
litigation was contemplated by the federal authorities, no 
disclosure was made in Oxy’s Quarterly Report on Form 
10-Q for the period April 1, 1978 through June 30, 1978.° 


2. Disclosure of the effects of compliance upon Oxy’s 
capital expenditures and earnings 





3See Securities Act Release No. 5386 (Apr. 20, 1973.) 


‘The Oxychem facility at White Springs in 1978 involved 34 
buildings, 1,235 personnel and 4,500 acres used directly 
for 16 processes related to the mining, processing and 
shipment of phosphate and gypsum. 


5Oxychem did not have in place procedures by which this 
non-compliance, known to Oxychem plant management, 
came to the attention of senior management of Oxy. 


6The federal criminal information and nolo contendere 
plea were disclosed in Oxy’s Quarterly Report on Form 10- 
Q for the period July 1, 1978 through September 30, 1978 
and in other filings thereafter. On March 28, 1979, 
Oxychem entered a nolo contendere plea to a Florida state 
court misdemeanor prosecution for related violations and 
paid a fine of $28,000 which was disclosed in Oxy’s 1979 
Quarterly Report on Form 10-Q forthe period ended March 
31, 1979. The State of Florida commenced a civil action 
seeking approximately $9,000,000 in penalties for 
violations of state pollution control statutes on May 3, 
1979. The civil action was disclosed in Oxy’s Quarterly 
Report on Form 10-Q for the period ended June 30, 1979. 
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As part of the Commission’s 1973 amendments to its 
registration and reporting forms,’ the Commission 
required disclosure of “the material effects that 
compliance with federal, state and local provisions which 
have been enacted or adopted regulating the discharge of 
materials into the environment, or otherwise relating to the 
protection of the environment, may have upon the capital 
expenditures, earnings and competitive position of the 
registrant and its subsidiaries.” 


During the period from 1973 until 1977, as set forth below, 
Oxy did not make required disclosure in filings with the 
Commission concerning the effects that compliance with 
provisions relating to the protection of the environment 
may have upon Oxy’s capital expenditures and earnings. 


Subsequent to May 1977, in various filings with the 
Commission, Oxy disclosed the amounts of capital 
expenditures relating to compliance with environmental 
regulations it had incurred for the current year® and 
included estimates of environmentally related capital 
expenditures Oxy projected that it would incur in the 
succeeding two years. However, Oxy did not describe, or 
include within reported expenditures estimates of, the 
costs that it believed it would be required to incur in 
connection with possible remedial activities necessary to 
compensate for previous non-compliance with 
environmental regulations at certain Hooker facilities. Set 
forth below is a discussion of the Lathrop, California and 
Montague, Michigan matters which provides examples of 
these disclosure issues. 


(a) Lathrop, California 


In 1968, the California Regional Water Quality Control 
Board—Central Valley Region (“the California Region’) 
issued a resolution (“Resolution 69-19”) which regulated 
the amount of contaminants which could be discharged 
from a plant of Oxy’s Oxychem subsidiary located in 
Lathrop, California into usable groundwater.’ Resolution 
69-19 also included specific limitations of the 
concentrations of certain chemicals which could be 
allowed to accumulate in the usable local groundwater. 


As early as 1975, at least two Oxychem employees 
concluded that waste disposal practices at the Lathrop 
facility's agricultural chemical plant created a potential for 
violation of Resolution 69-19 and of state water pollution 
laws. The employees raised this concern with plant 
management. Other plant personnel disagreed with such 
lega! conclusions. Thereafter, capital expenditures earlier 
proposed for the facility to install a storage tank pesticide 
waste disposal system were authorized by Oxychem. The 
system became operational on May 24, 1976.!° 


By late 1978, internal Lathrop memoranda identifying 
problems with respect to leaching of certain wastes to the 


groundwater, unacceptable levels of groundwater 
contamination and non-compliance with waste disposal 
regulations, had come to the attention of Oxychem 
management. One such memorandum expressed the 
writer's view that the leaching of wastes could potentially 
pose a health problem. 


On March 23, 1979, the California Region issued an order 
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in which it found that Oxychem had discharged certain 
wastes beyond limits allowed by Resolution 69-19. The 
order further instructed Oxychem to cease discharging 
certain wastes, to submit a plan to study the extent of 
pesticide contamination and to remove and dispose of 
such contamination as directed. The issuance of this order 
was disclosed by a Form 10-K for its fiscal year ending 
December 31, 1978 which Oxy filed with the Commission 
on March 30, 1979. 


On December 18, 1979, the State of California and the 
United States filed a suit which presented allegations that 
Oxychem continuously violated Resolution 69-19, 
applicable Federal and State law and sought injunctive 
relief. The governmental plantiffs further claimed that 
Oxychem failed fully to apprise them of the agricultural 
chemical operations undertaken at Lathrop, and also of 
the nature and quantity of the Lathrop facility’s liquid and 
solid waste discharges. Oxychem has denied these 
allegations. 


Oxychem may incur substantial expenditures at its 
Lathrop facility including those for remedial action and 
any related personal injury or personal property damage. 
Consistent with the March 23, 1979 Cease and Desist 
Order issued by the California Region, on February 15, 
1980, Oxychem committed itself to undertake a 
comprehensive plan of study at an estimated cost of 
$1,000,000 to “determine the extent of pesticide, 
chemical and radiological contamination in the 
groundwater and soils in and around the vicinity of’ the 
Lathrop facility. While no determination has been made as 
to any specific remedial work which may be required and 
until the plan of study is completed, it is not possible to 
estimate definitively the costs of any potential remedial 
work, one governmental attorney has opined that such 
costs may total approximately $15,000,000. Further, the 
State of California is seeking civil penalties of $6,000 per 





7See, Note 2, spura. 


8Oxy disclosed at one time or another in various 
documents that it had environmentally related capital 
expenditures in 1976, 1977, 1978, and 1979 of 
$14,000,000, $22,000,000, $21,000,000, and 
$45,000,000, respectively. 


°Resolution 69-19 was a successor resolution to 
Resolution 60-6, adopted February 18, 1960, when the 
Lathrop facility was owned by Best Fertilizer Company. Oxy 
acquired Best Fertilizer Company in 1963. Resolution 60- 
6 similarly regulated the amount of contaminants which 
could be discharged from that facility. 


10On August 13, 1977, the State of California ordered all 
agricultural chemical companies to cease the sale, 
delivery and use of DBCP, a pesticide formulated at the 
Lathrop facility. Two days earlier, Oxychem suspended its 
formulation and California sales of the product. This 
suspension by Oxychem followed reports that some DBCP 
workers had experienced reduced fertility or sterility and 
that the state was considering imposing such a ban. 
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day for certain alleged violations and either $5,000 or 
$25,000 for each of the other alleged violations, all of 
which are being contested by Oxychem. 


Prior to March 1980, Oxy did not disclose in its filings with 
the Commission any estimates of costs of such remedial 
efforts at the Lathrop site. 


(b) Montague, Michigan 


Hooker’s Montague, Michigan plant!! has been the subject 
of various proceedings by the State of Michigan's 
Department of Natural Resources (“DNR”) with respect to 
noncompliance with its NPDES permit. 


In June 1976, the DNR advised Montague plant 
management that DNR chemical analyses indicated the 
presence of certain chemicals in the effluent from the 
Montague facility and asked Hooker to take immediate 
action, to cease discharging HCP, HCB and HCBD into the 
water environment surrounding the Montague plant.!? In 
September 1976, DNR instituted an enforcement action 
with respect to Hooker’s NPDES permit and 
simultaneously a consent order was executed by Hooker 
and the DNR (“September 1976 order”), which required 
Hooker to expend and improve wastewater treatment, and 
to perform a groundwater study to determine the extent of 
groundwater contamination inthe vicinity surrounding the 
Montague facility. The September 1976 order also found 
that Hooker had violated a state statute by continuing to 
discharge chlorinated hydrocarbons into White Lake. As 
part of the September 1976 order, for the first time, a 
specific numerical limitation was established with respect 
to discharge of such hydrocarbons. 


On February 25, 1977, Hooker voluntarily closed its C-56 
plant and related processes because it was not 
economically feasible to operate them without producing 
C-56 and Hooker could not produce C-56 in compliance 
with DNR’s interpretation of Hooker’s then-existing permit. 
The C-56 operations at the Montague plant have remained 
closed ever since. 


A new NPDES permit was issued on June 24, 1977, which 
required that final effluent limitations be reached on or 
before July 1, 1977, for certain effluents, and on or before 
December 31, 1977 for others. The permit also prohibited 
the resumption of the production of certain chemicals 
until Hooker was able to demonstrate that such production 
could be accomplished in an environmentally safe 
manner. Hooker was unable to comply with the schedules 
of compliance set forth in that permit. 


A “Final Order of Abatement” was adopted by the DNR on 
September 15, 1977, predicated in part on Hooker's 
failure to meet the compliance schedules of the June 24, 
1977 permit. The order further required Hooker to 
conduct a series of investigations to locate any hazardous 
materials previously disposed of, in accordance with a 
specified plan and time schedule. A study was also 
required under the terms of the June 24, 1977 permit to 
determine the extent of groundwater contamination and 
the contamination of White Lake.'? 


Oxy disclosed in its Annual Report on Form 10-K for the 
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fiscal year ending December 31, 1977, that it was the 
subject of an action by the State of Michigan, and that the 
September 1977 order emanating from the action 
required the construction of environmental control 
facilities at an estimated capital cost of $4,600,000. 
However, Oxy did not disclose that it was ordered by the 
DNR to conduct a study of possible contamination of 
groundwater and White Lake. 


3. Disclosure of Potential Liabilities Resulting From 
Disposal of Wastes 


Significant property damage and personal injury has 
occurred near various waste disposal sites of Hooker. By at 
least 1977, the time varying with respect to specific sites, 
as discussed herein, Hooker was exposed to material 
potential liabilities as a result of its ownership and use of 
these sites. Nevertheless, Oxy only disclosed in certain 
documents filed with the Commission including, for 
example, its Annual Report on form 10-K for the period 
ending December 31, 1977, that “[iJn light of the 
expansion of corporate liability in the environmental area 
in recent years. . ., there can be no assurance that 
Occidental will not incur material liabilities in the future as 
a consequence of the impact of its operations upon the 
environment.” Oxy did not specifically disclose the 
amount, or describe the nature or exteni, of the potential 
liabilities of Hooker due to its discharge of substantial 
amounts of wastes, as set forth below. 


From the 1940’s to the early 1970's, Hooker utilized 





1lHooker’s Montague, Michigan plant is located 
approximately a quarter of a mile north of White Lake (a 
recreational lake) and about 2-1/2 miles east of Lake 
Michigan. 


121976 samplings indicated the presence of 
Hexachlorocyclopentadiene (HCP, HCCP, C-56), Hexa- 
chlorobenzene (HCB), and Hexachlorobutadiene (HCBD). 
HCP is a major constituent in the production of the 
insecticides Mirex and Kepone. 


13Qn April 13, 1978, the DNR publicly asserted that 
contaminated groundwater from Hooker was entering 
White Lake and that it had informed Hooker that it 
expected the entire site to be cleaned up in order to 
prevent further harm to the environment. On December 
22, 1978, DNR issued a Notice of Non-compliance and 
Order to Comply to Hooker for non-compliance with the 
terms and conditions of the NPDES permit issued on June 
24, 1977, and of the Final Order entered on September 15, 
1977. On February 21, 1979, the State of Michigan filed a 
civil complaint for an injunction, civil penalties and 
damages against Hooker. In its Annual Report on Form 10- 
K for the fiscal year ended December 31, 1978, Oxy 
disclosed that it had accrued $11,500,000 in 1978 to meet 
estimated environmental remedial costs forthe Montague 
site and the civil action filed by the State of Michigan. In 
October 1979, Hooker, in settling pending proceedings 
with the State of Michigan, agreed to do certain things to 
clean up the Montague site which Oxy estimated would 
cost at least $15 million. 
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essentially four sites in the Niagara Falls area of western 
New York State for the disposal of certain hazardous 
chemical wastes. As discussed below, the Niagara Falls 
disposal sites are the source of potential significant 
financial claims against Oxy. Claims have been made in 
presently existing lawsuits in excess of hundreds of 
millions of dollars as a result of the alleged leaching of 
wastes from dump sites and into the homes surrounding 
Love Canal and the waters of the Niagara River, whichis a 
source of drinking water for the Niagara Falls area.'* 


(a) Love Canal 


Love Canal'® was used by Hooker as a landfill for the 
disposal of residues from Hooker’s chemical 
manufacturing processes from 1942 until 1952 prior to 
the time Oxy acquired Hooker. During that period, Hooker 
estimates that it may have dumped more than 21,000 tons 
of various chemical wastes in the site. In 1953, at the 
request of the Board of Education of the School District of 
the City of Niagara Falls, Hooker deeded the landfill site to 
the Board for $1.00. Hooker's deed to the Board'* contains 
language with respect to a release from liability and a 
general description of the prior use of the landfill site.!” 


The environmental problems at Love Canal received 
substantial media attention in 1977 and 1978. In April 
1977, the City of Niagara Falls engaged the Calspan 
Corporation to conduct an examination designed to 
quantify the leaching of waste which was suspected at the 
site without identifying the chemicals that might be 
involved or assessing potential health impact. Calspan’s 
report, which was issued in August 1977, without 
discussing the question of potential liability or giving any 
precise explication of the magnitude of likely problems, 
indicated the presence of waste in the sewer and sump 
water near the Love Canal area, giving reason to believe 
that chemicals were migrating from the site and that 
further study would be appropriate. In response to these 
findings, Calspan recommended to the City of Niagara 
Falls corrective measures and monitoring activities for 
immediate implementation. The consultant did not 
address the issue of potential liability of Oxy. 


By 1977, as a result of Hooker's prior ownership and use of 
the Love Canal site and problems relating thereto, Oxy was 
potentially exposed to substantial financial risk. There was 
no disclosure of the potential liability in Oxy’s Annual 
Report on Form 10-K for the fiscal year ended December 
31, 1977. In December 1979, the EPA and Department of 
Justice commenced an action against Hooker seeking 
security for remedial action at Love Canal estimated to 
cost approximately $45 million.'® In April 1980, the State 
of New York commenced an action against Hooker and 
Oxy seeking injunctive relief to abate migration of wastes 
from the Love Canal site, $250 million damages for 
environmental injury, $95 million for restitution costs, 
$270 million in punitive damages, and $20 million actual 
damages. 


(b) Hyde Park Landfill 


The Hyde Park Landfill was used by Hooker from 1953 to 
1974 as a disposal site for certain drummed wastes which, 
but for the closing of the Love Canal site, would have been 
deposited in the Love Canal site. During the period, Hooker 
estimates that it may have dumped more than 80,000 tons 
of wastes in the landfill. The site is located within the Town 
of Niagara and drains to Bloody Run Creek, a natural 
drainage basin. At times, the site drains into Bloody Run 
and from there by open culvert into the Niagara River. 


After samples showing chemical residue in sediment 
north of the Hyde Park Landfill and from Bloody Run Creek 
were noted, Hooker was informed by the New York State 
Department of Environmental Conservation (“NYSDEC”) 
that if a satisfactory remedial program to bring the site into 
legal compliance was not submitted by April 21, 1977, 
legal action could be instituted. 


Hooker spent $500,000 for closure of the site in 
accordance with NYSDEC and Niagara County Health 
Department-approved plans in August of 1977. 
Environmental issues continue to be raised,!? concerning 
trace amounts of waste in bottom sediments in Bloody Run 
Creek, the presence of waste in groundwater under the 
site, possible migration of waste adjacent to the site and the 





4On December 20, 1979 the United States Department of 
Justice filed four complaints seeking orders which would 
require Oxy to clean up the various sites and make 
restitution to the Federal government for Federal monies 
expended on the sites (“December 1979 Litigation”). 
Requests for security to insure clean up costs total 


$117,000,000 and restitution claims total at least 
$7,000,000. The suits also seek to impose penalties on 
Hooker of $10,000 a day for each day of non-compliance 
for each site. These penalties could total approximately 
$54,000,000. Oxy disclosed these proceedings in its 
Annual Report on Form 10-K for the year ended December 
31, 1979 and in its filings thereafter. 


5Love Canal was dug originally as part of an industrial 
development project to connect the upper and lower 
segments of the Niagara River, creating a waterfall to 
generate hydroelectric power. 


6The deed advised the Board that the premises had been 
“filled, in whole or in part, tothe present grade level thereof 


572/SEC DOCKET 


with waste products resulting from the manufacturing of 
chemicals” and provided that “the grantee [Board of 
Education] assumes all risk and liability in use thereof” 
and that “no claim, suit, action or demand of any nature 
whatsoever shall ever be made by the grantee, its 
successor or assigns. . .for injury to a person or persons 
including death. . .or loss of or damage to property caused 
by. . .the presence of said industrial wastes... (E)ach 
subsequent conveyance of the aforesaid lands shall be 
made subject to the foregoing provisions and conditions.” 


“The 16 acre landfill site is now bordered by single-family 
residences but was not at that time. 


l’This sum is included within the $117 million total 
referred to in note 14, supra. 


'SThese are aspects of the claims in the December 1979 
Litigation noted above at note 14, supra. 
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migration of waste in soils outside the area covered by the 
existing collection systems.” In January 1979, the Town of 
Niagara filed an action against Hooker in the New York 
Supreme Court claiming $15,000,000 in civil damages, 
$10,000,000 in punitive damages, $892,000 in civil 
penalties; and requesting injunctive relief requiring the 
removal of the Hyde Park landfill, and seeking permit 
cancellation.”! Prior to its Annual Report on Form 10-K for 
the year ending December 31, 1978,” there was no 
disclosure in Oxy’s filings with the Commission of potential 
substantial financial exposure for personal injury or 
property damage related to the Hyde Park landfill site. 


In its Annual Report on Form 10-K for the year ending 
December 31, 1978, filed with the Commission in March 
1979, Oxy disclosed that Hooker anticipated that civil 
lawsuits for personal injury and property damage would be 
commenced against Hooker arising from Hyde Park 
disposal seeking at least $3.8 million. The same Report 
also disclosed the action brought by the Town of Niagara 
against Hooker. In the Quarterly Report on Form 10-Q for 
the quarter ending September 30, 1979, Oxy disclosed 
that it anticipated that civil lawsuits would be seeking at 
least $4.9 million, that Oxy “now believes that corrective 
action is necessary at several Niagara sites,” and that both 
EPA and state agencies had subpoenaed documents 
concerning the Niagara sites. 


(c) S-Area Landfill 


The S-Area Landfill is another Hooker chemical waste 
landfill site. Wastes have been and are believed to be 
leaching into and migrating from the Niagara River and 
present the possibility of contaminating the City of Niagara 
Falls Municipal Water Treatment Plant located 200 yards 
east of the pertinent westerly boundary of the Hooker 
Niagara facility. During the period from approximately 
1947 until 1967, Hooker used the S-Area Landfill for the 
disposition of wastes. Thereafter, until 1975, it used the 
site for equipment washing. Hooker estimates that during 
the period 1947 until 1975, at most 63,100 tons of waste 
were deposited at the site. 


In September 1976, a joint EPA/NYSDEC/Hooker 
sampling program of all Niagara plant wastewater 
discharge was undertaken to determine the source of 
chemical contamination of Lake Ontario (85% of the inflow 
of which Lake comes from the Niagara River). 


Contemporaneously with the sampling program, the New 
York Commissioner of the Department of Environmental 
Conservation prohibited the possession and consumption 
of certain fish caught in Lake Ontario and its tributaries. 
The ban was lifted on March 31, 1978 and the New York 
State Department of Health has determined that no health 
hazard exists. The site may, however, still be the source of 
waste leachate.?° 


Oxy has made no disclosure in its filings with the 
Commission of any potential liability with respect to 
matters set forth above related to the S-Area Landfill.2* 
C. OTHER DISCLOSURE MATTERS 


Oxy failed in various filings with the Commission to 
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disclose the full facts and circumstances surrounding the 
reasons for the halting of construction in 1975 of a 
proposed major hydroskimming refinery at Canvey Island, 
England and the risks and uncertainties concerning its 
investment there. Moreover, it did not disclose certain 
matters and risks related to Oxy’s dispute with the Libyan 
government over the interpretation and implementation of 
the “fair remuneration” arrangements concerning certain 
operations in Libya. Finally, Oxy did not disclose that 
signed undated letters of resignation were submitted by 
certain nominees to Oxy’s Board of Directors at the request 
of Dr. Armand Hammer. 


1. Canvey Island Refinery 


In 1970, Oxy sought a permit from the British government 
to build a 125,000 barrel-per-day hydroskimming refinery, 
approximately 30 miles east of London, at Canvey Island, 
England. A permit was obtained in 1971 and construction 
commenced in 1973. 


Subsequent to the commencement of construction, 
dramatic increases in petroleum prices triggered. radical 
Changes in the international petroleum market, including, 
by 1974, the development of a surplus of hydroskimming 
refinery capacity in Europe. For a number of reasons, this 
caused concern within Oxy’s management that the Canvey 
Island refinery, if completed as originally designed, would 
be unprofitable or marginally profitable. Since the project 
was financed directly by Oxy, and since Oxy was 
unsuccessful in diluting its investment in 1974, Oxy alone 
bore the risk that the project might be unprofitable. 


In late 1974 and early 1975, Oxy undertook internal 
studies and engaged outside consultants to evaluate the 
alternatives to proceeding with construction as originally 
planned. Outside consultants were also engaged to study, 
among other things, possible alternative types of refinery 
operations for the Canvey Island project given the 
changing refinery requirements in Europe. 





2°O0n several occasions before closure of the site in 1977, 
contaminants migrated off-site due to berm breakage. 


2The December 1979 Litigation (note 14, supra) seeks 
security for remedial costs to clean up the Hyde Park 
landfill amounting to approximately $6,080,000 of the 
$117 million total. 


22Oxy disclosed in the Quarterly Report on Form 10-Q for 
the quarter ended September 30, 1978 that while the 
extent and cost of the corrective action which may be 
required at Hooker's chemical waste disposal sites, other 
than Love Canal, could not then be determined, “such cost 
may be substantial.” 


23The December 1979 Litigation (notes 14 and 18, supra) 
alleges that leachate migrates from S-Area and requests 
security of approximately $50 million, of the total $117 
million, for S-Area remedial costs. 


*4See Note 22, supra. 
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In a February 26, 1975 meeting, Oxy management re- 
examined its capital spending program for the Canvey 
Island refinery in light of various factors, including the 
January 1974 OPEC oil price increase, the depressed 
demand for lower grade petroleum products from 
hydroskimming facilities, the surplus hydroskimming 
refinery capacity in Europe, and the announced policy of 
the British government to obtain production in England of 
certain higher grade petroleum products rather than lower 
grade products produced by hydroskimming facilities. 
This re-examination indicated to Oxy that the originally 
planned hydroskimming refinery for Canvey was no longer 
“economically viable” at that time. 


While construction of the major processing components of 
the Canvey Island refinery was effectively halted in 
February of 1975 because of the economic outlook and 
considerations identified above,”® Oxy was concerned with 
how a construction halt would be viewed by the British 
government, the financial community and the public. 


On March 10, 1975 Oxy issued a press release which 
“announced a major revision in its construction plans for 
the Canvey Island refinery near London in the light of long- 
term United Kingdom government energy policies for the 
utilization of North Sea crude oil.” The March 10, 1975 
release omitted any discussion of the project’s lack of 
economic viability, as a hydroskimming facility, and 
attendant financial risk to Oxy as being reasons for the 
construction halt.2” 


Between 1975 and 1978, Oxy undertook economic 
analyses, studies and preparatory work relating to the 


Canvey Island site, including analyses of precisely what 
refinery configuration would be most economically viable 
in connection with a determination whether, or under what 
conditions, to proceed with construction.” In July 1978, 
Oxy wrote down the book value of its investment in the 
Canvey Island refinery from $110 million to $20 million.?9 





The phrase “economically viable” was first used publicly 
by Oxy to disclose a reason for the halt of construction of 
the Canvey project in Amendment No. 3 to Oxy’s 
registration statement filed with the Commission on 
November 24, 1978 after the Commission instituted an 
investigation of Oxy’s disclosure. 


Certain construction, including tankage and jetties, 
continued after February 26, 1975. 


27It did report that the delay in construction of processing 
units was “to allow for new engineering and economic 
decisions to be madeconcerning the most efficient design 
for the completed refinery.” 


28In or about October 1977, Oxy undertook certain other 
studies and design work with respect to the Canvey site 


291n making this determination, the Company reviewed the 
situation at that time. 
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Oxy’s Annual Reports on Form 10-K for the 1975, 1976 and 
1977 fiscal years and other filings did not adequately 
disclose certain risks and uncertainties concerning its 
investment and the facts and circumstances surrounding 
the reasons for the suspension of construction of the 
refinery. 


2. Libya 


In 1966, the Libyan government awarded to Occidental of 
Libya Inc. (“Oxylibya”), a wholly-owned subsidiary of Oxy, 
concessions for the exploration and production of crude 
oil, gas liquids and natural gas in certain areas of the Sirte 
Basin of Libya. In August 1973, the Libyan government 
unilaterally nationalized 51% of the assets of Oxylibya, 
including 51% of Oxylibya’s interest in those concessions, 
as well as in a gas liquids plant, pipelines and marine 
terminal facilities. 


In August 1975, Libya cut back the allowable level of 
production from concession acreage and sought to 
change certain provisions in Oxylibya’s exploration and 
production sharing agreement with the Libyan National Oil 
Corporation (“NOC”). This dispute was settled in early 
December of 1975, when Oxylibya and the Libyan 
government entered into an agreement which, among 
other matters, set forth the intention of the Libyan 
government to assure a “fair remuneration” to Oxylibya 
from the concessions. 


The meaning of “fair remuneration” was discussed in a 
separate letter, dated December 3, 1975, which by its 
terms was made part of the principal agreement. This 
letter agreement provided that Oxy’s fair remuneration 
“shall be no less than” an aggregate sum which was 
determined from specified margins and was to be 
“determined on a cumulative monthly basis commencing 
on December 3, 1975”. Libya, in effect, was providing Oxy 
with a specified minimum return on its Libyan investment. 


From December 1975, when the fair remuneration 
agreement was entered into through June 1977, 
Oxylibya’s operating income was sufficient not to require 
any relief under the “fair remuneration” clause of the 
Agreement. Beginning in July 1977, however, various 
factors including a softening in the oil market resulted in 
decreasing margins which caused Oxy to receive less than 
its specified minimum return from its operations. By a 
letter dated November 2, 1977, Oxylibya submitted its first 
claim for fair remuneration to the Libyan Secretary of 
Petroleum (“SOP”) for July 1977, and for the first time 
suggested a procedure or mechanism for payment, since 
no such mechanism had been set forth inthe December 3, 
1975 letter agreement. By letters dated November 15, 
1977 and December 14, 1977, Oxylibya submitted its 
claims for fair remuneration for the months of August, 
September and October. As of November 1977 and 
continuing thereafter, a refusal by the Libyan government 
to recognize Occidental’s interpretation of the fair 
remuneration clause posed a risk to Oxylibya’s earnings. 


Prior to February 1978, Oxy did not recognize any income 
from its fair remuneration claims for the period from July 
1977 through February 1978, since the Libyan 
government had not yet acknowledged or paid them. 
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On March 17, 1978, Oxylibya submitted a letter tothe SOP 
which presented fair remuneration claims for November 
and December 1977, bringing the aggregate fair 
remuneration claims for the period July through 
December 1977 to approximately $10,119,000. This 
March 17, 1978 letter tothe SOP stated Oxylibya’s position 
that the failure of the Libyan government to respond to 
“prior statements for fair remuneration may no longer be 
overlooked as it is considered to be a material and 
substantial breach of the agreements of December 1975.” 
Oxy considered the positions taken by the Libyan 
government to have been a breach of the December 1975 
fair remuneration agreement, although Oxy had received 
interim assurances from the SOP and NOC that the fair 
remuneration clause would be honored and 
implemented.*° 


Oxy’s Annual Report on Form 10-K for the fiscal year ended 
December 31, 1977, disclosed that: 


“As a result of the December 1975 Agreement, 
Oxylibya expects to be able to operate in Libya ona 
profitable basis. Nevertheless, in light of Oxylibya’s 
prior difficulties with the Libyan government and the 
government's nationalization of the entire interest of 
several other oil companies, no assurance can be 
given as to future actions of the Libyan government 
or as to whether Oxylibya will be able to operate 
profitably in Libya in the future.” 


The Annual Report on Form 10-K omitted to disclose, 
however, the various facts and significant risks concerning 
Oxy’s dispute with the Libyan government over the 
interpretation and implementation of the fair 
remuneration clause of the December 1975 agreement. 


3. Signed, Undated Resignation Letters 


During the period from approximately 1957 until the 
present, Dr. Armand Hammer for the most part 
recommended nominees for election to Oxy’s Board of 
Directors. 


Beginning at least as early as 1962, Hammer requested 
signed but undated letters*! from certain nominees to 
Oxy’s Board of Directors in which each signator stated that 
he was tendering his resignation effective immediately 
(“undated resignation letters”). All of those persons who 
were requested to sign undated resignation letters did in 
fact sign the letters and returned them to Hammer who 


placed them 
remained.*? 


in Oxy’s personne! files where they 


During the period from 1962 through 1972, Hammer 
requested and received undated resignation letters from 
approximately ten persons who became directors of Oxy. 
With the exception of one director, who was a substantial 
shareholder of Oxy, the other persons who submitted the 
undated resignation letters were officers of the 
Company.*? None of the incumbent directors serving on 
Oxy’s Board has signed such a letter, the last signatory 
director having left the Board in 1978. 


During the period from approximately January 1, 1963 
through 1978, Oxy filed with the Commission Annual 
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Reports on Form 10-K, which did not disclose the 
existence of the undated resignation letters or the facts 
and circumstances surrounding the letters, including 
their purpose or the effects, if any, that such letters may 
have had. 


I. 
CONCLUSIONS 


The Commission finds that certain of Oxy’s periodic 
reports filed with the Commission from 1973 through 
1978 did not contain material disclosures as required by 
Section 13 of the Exchange Act and the Rules and 
Regulations promulgated thereunder. 


As discussed above, Oxy did not make certain required 
disclosures concerning pending or contemplated judicial 
and administrative proceedings as to which it was a party, 
and arising under federal, state and local provisions which 
regulate the discharge of materials into the environment. 
Further, Oxy did not adequately disclose the effect upon its 
business of compliance with federal, state and local laws 
relating to the protection of the environment. The total cost 
of compliance with environmental regulations includes 
not only those costs to bring facilities into full compliance 
with environmental regulations but also includes costs 
associated with past non-compliance with environmental 
regulations. Such costs may include fines, penalties and 
other amounts associated with plant shut-downs 
occasioned by environmental violations and clean up and 
other costs to remedy past violations. 


Moreover, as discussed above, since at least 1977, varying 
with respect to specific sites, Oxy has been confronted 
with significant potential liabilities for damages and 
injuries resulting from Oxy’s environmentally related 
operations. Under the circumstances involved, the 
Commission believes Oxy should timely have disclosed 
these potential liabilities and reasonably ascertainable 





Although not relevant to Oxy’s disclosure obligations in 
its Annual Report on Form 10-K for the year ending 
December 31, 1977, later in 1978 the dispute over the fair 
remuneration claims was resolved and thereafter all fair 
remuneration claims as audited were paid. 


1The letters, most of which were given prior to the 
respective nominees’ initial elections to the Board, were 
addressed either to Hammer as Chairman of the Board of 
Directors and/or as President of Oxy or to the corporation, 
but apparently no other directors or officers of Oxy were 
aware that the letters were requested or received. 


32Neither the company nor Hammer utilized any of the 
unsigned letters to effect a resignation and those directors 
who ultimately did resign utilized their own letters, 
executed contemporaneously with their resignations, for 
that purpose. 


3During such time period, there were fifteen additional 
directors—five nonmanagement and ten management— 
who were not asked to submit undated letters of 
resignation. 
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amounts of potentiai exposure and costs associated 
therewith and other facts in several of Oxy’s filings with the 
Commission. During time periods discussed herein, Oxy 
did not have in place adequate company-wide methods or 
procedures which, when used to determine the nature and 
facts of the company’s environmental compliance or to 
facilitate the development of compliance costs, would 
have assisted it in meeting its disclosure obligations.** 


The Commission’s general reporting rules require 
disclosure of any additional material information, beyond 
that for which disclosure is required by specific 
Commission rule, necessary to make required statements 
not misleading.» In the context of its environmental 
releases, the Commission has interpreted these rules as 
requiring disclosure of “all other environmental 
information of which the average prudent investor might 
reasonably be informed’”.*° 


As indicated above, certain persons standing for election 
as directors of Oxy signed undated letters of resignation as 
directors of Oxy, which Oxy did not disclose in filings with 
the Commission. Full disclosure of the conditions under 
which persons stand for election to the Board of Directors 
of a corporation is important in order to enable 
shareholders and the investing public to understand the 
present circumstances under which a corporation is 
directed and the potential for changes in such direction in 
the future. Shareholders expect that the directors they 
elect will serve and function for the full elected term. 
Accordingly, any understandings or arrangements, 
whether oral or written, under which a director may not be 
able to do so, or pursuant to which the director's functions 
or term may be limited, should be fully disclosed. 


Il. 
OFFER OF SETTLEMENT 


Oxy has submitted an Offer of Settlement to the 
Commission in which it undertakes that: 


A. It will designate a director (“the director’) satisfactory to 
the Commission, who shall: 


i. Be responsible for preparing an environmental report 
(the “report’) in which he shall: 





“The absence of an adequate company-wide method or 
procedure to monitor a company’s environmental matters 
may contribute to disclosure problems of a type referred to 
herein. 


*See, Securities Act Rule 408, 17 C.F.R. 230.408; 
Securities Exchange Act Rules 12b-20 and 14a-9, 17 
C.F.R. 240.12b-20 and 240.14a-9. 


See, Securities Act Release No. 5170; Securities Act 
Release No. 5704. See also, Securities Act Release No. 
5627, Exchange Act Release No. 11733 (Oct. 14, 1975); 
Securities Act Release No. 6130, Exchange Act Release 
No. 16224 (October 3, 1979). 
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a. Recommend procedures to the full Board of Directors to 
ensure that Oxy will be in a position to disclose, in 
accordance with the federal securities laws on a complete, 
timely and accurate basis, all required information 
relating to environmental matters. 


b. Reasonably determine the potential costs which Oxy will 
be required to incur within the next three years to bring its 
facilities into compliance with present federal, state and 
local environmental requirements at its Hooker Chemical 
Corporation and Island Creek Coal Company domestic 
facilities. 


c. Determine the maximum civil penalties that may be 
imposed on Oxy pursuant to relevant environmental 
provisions and identify the factors which may mitigate the 
risk that the maximum amount of such penalties are likely 
to be imposed. 


d. Describe third party claims, proceedings or litigations 
regarding the impact of Oxy’s operations on the 
environment and the amount sought thereunder based on 
alleged claims against the Company. 


ii. Assure that any potential liabilities regarding the impact 
of Oxy’s operations on the environment have been 
identified to the Board of Directors of Oxy and that 
appropriate disclosure has been made in filings with the 
Commission as required by the federal securities laws. In 
the event that the required disclosure concerning such 
potential liabilities has not been made in such filings, as of 
the date of the filing of the report with the Commission, 
pursuant to this Order, the director shall append to the 
report a list identifying such liabilities, not then the subject 
of litigation. 


iii. Describe the relevant legal, interpretative and/or 
technological problems in those instances, if any, in which 
the director is unable to ascertain or determine the 
matters specified above. 


B. The Commission may consult with the director and be 
provided access to documents received, used or 
generated in the preparation of the report described above 
in a manner and with such limitations as are satisfactory to 
the Commission and Oxy. 


C. The director will utilize Oxy’s newly elected senior 
environmental official (“the environmental officer’) and 
an independent consulting firm (‘independent 
consultant”), each of whom will be satisfactory to the 
Commission, to assist with the development of 
information for, and the preparation of, the report 
described above. 


D. The environmental officer and the independent 
consultant, prior to completion and submission of the 
report as provided in Paragraph G below, can only be 
dismissed by the director or by a majority vote of the Board 
of Directors of Oxy upon the recommendation of the 
director. 


E. Oxy will cooperate fully with the director by permitting 


him to review such documents and interview such 
employees of Oxy as he deems relevant to the preparation 
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of the report. Furthermore, the director will have authority 
to retain experts whom he determines are reasonably 
necessary to complete the Report. 


F. It will make appropriate disclosure of a change in its 
policy that neither Oxy nor any officer, director or 
employee of the company will request or receive any 
written or oral agreement, assurance or promise of any 
kind from any nominee to, or member of, Oxy’s Board of 
Directors as it now is or may in the future be constituted, 
that such member would resign from the Board of 
Directors prior to the expiration of the term for which the 
director was nominated or elected by Oxy, in a filing with 
the Commission on Form 8-K in advance of requesting or 
receiving any such agreement, assurance or promise. This 
provision does not apply to a resignation initiated by a 
director or a resignation of a director sought or received in 
connection with the termination of his status as an officer 
of Oxy, provided that such resignation occurs within ninety 
(90) days of a request for or receipt of his agreement, 
assurance or promise to resign. In connection with this 
undertaking, Oxy has represented that no Oxy director, 
officer or employee has either sought or received any such 
agreement, assurance or promise from any current 
member of Oxy’s Board of Directors. 


G. Within 10 months of the date of the issuance of this 
Order, or such later date as the staff of the Commission 
and Oxy may agree, the director shall complete the report 
and submit it to the Board of Directors of Oxy. 


H. Within 10 days of the submission of the report, to the 
Board of Directors, Oxy will transmit copies thereof to the 
Commission and, within 30 days of such submission, to 
file with the Commission on Form 8-K a description thereof 
and a summary of the principal conclusions and 
recommendations. 


1. In connection with the recommendations of the director, 
the Board of Directors of Oxy will review them within 45 
days of their receipt and adopt and implement such of the 
recommendations as it reasonably believes necessary or 
appropriate. 


J. Within 60 days of the submission of the report to the 
Board of Directors, Oxy will file with the Commission on 
Form 8-K a description of the actions taken by the Board of 
Directors, if any, with respect to the recommendations of 
the director. 


IV. 
ORDER 


In view of the foregoing, the Commission deems it 
appropriate and in the public interest to accept the Offer of 
Settlement of Oxy and accordingly, IT IS HEREBY 
ORDERED that such procedings be, and they hereby are 
instituted. 

IT IS FURTHER ORDERED THAT Oxy: 


1. Comply with the reporting requirements of the 
Exchange Act. 


2. Amend its reports currently on file with the Commission 
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by filing this Order on a Form 8 within 30 days after the 
date of entry of this Order. 


3. Include in its next quarterly report to shareholders a 
summary of the contents of this Order. 


4. Upon Oxy becoming aware of non-compliance with its 
undertakings set forth herein, Oxy shall immediately notify 
the Commission of that fact and unless the Commission 
otherwise agrees, Oxy shall disclose such non-compliance 
in a Current Report on Form 8-K within 10 days. 


5. Upon the entry of this Order, these proceedings are 
terminated, provided however, the Commission 
specifically reserves the right to reopen these proceedings 
solely to enforce the Commission’s Order or if Oxy fails to 
comply with its undertakings set forth in this Order. If 
these proceedings are reopened, the only issues in such 
proceedings shall be Oxy’s failure to comply with its 
undertakings as set forth in this Order or its failure to 
comply with this Order. 


By the Commission. 


George A. Fitzsimmons 
Secretary 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 16951/July 2, 1980 


Admin. Proc. File No. 30-5873 
In the Matter of 
MARCEL H. ARONHEIM 


FINDINGS AND ORDER 
SANCTIONS 


IMPOSING REMEDIAL 


In these broker-dealer proceedings under the Securities 
Exchange Act of 1934 (“Exchange Act’) respondent 
Marcel H. Aronheim has submitted an Offer of Settlement 
without admitting or denying the allegations in the Order 
for Proceedings! in this matter and the findings herein, 
which the Commission has determined to accept. 


On the basis of the Order for Proceedings and the Offer of 
Settlement, it is found? that: 


Marcel H. Aronheim wilfully violated Section 17(a) of the 
Securities Act of 1933 (“Securities Act”) and Section 10(b) 
of the Exchange Act and Rule 10b-5 thereunder. 


ACCORDINGLY, IT IS ORDERED that Marcel H. Aronheim 
be: 





1The Commission issued the Order for Proceedings in this 
matter on February 5, 1980. 


*Findings in this Order are not binding on any other 
respondents to this administrative proceeding. 
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(1) suspended from association with any broker or dealer 
for a period of fourteen (14) calendar days; and thereafter, 


(2) barred from association with any broker or dealer in 
any Capacity other than as a supervised employee in a non- 
proprietary, non-supervisory capacity, provided that two 
(2) years after the entry of this Order, he may apply to 
become reassociated in a proprietary and/or supervisory 
capacity. 


By the Commission. 


George A. Fitzsimmons 
Secretary 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 16952/July 2, 1980 


INVESTMENT COMPANY ACT OF 1940 
Release No. 11239/July 2, 1980 


INVESTMENT ADVISERS ACT OF 1940 
Release No. 726/July 2, 1980 


Admin. Proc. File No. 3-5939 
In the Matter of: 


WEDNESDAY CORPORATION 
(File No. 801-11018) 


L. A. CAUNTER & COMPANY 
(File No. 8-2921) 


LEE A. CAUNTER 
ROBERT F. PLUMMER 
KENNETH A. HONROTH 
JULIUS ALLT 

JOSEPH T. BOMBELLES 


ORDER INSTITUTING PROCEEDINGS AND IMPOSING 
REMEDIAL SANCTIONS 


The Commission deems it appropriate that administrative 
proceedings be instituted with respect to Wednesday 
Corporation (“Wednesday”), a registered investment 
adviser located in Cleveland, Ohio; L. A. Caunter & 
Company (‘‘Caunter & Company”), a registered 
broker/dealer also located in Cleveland, Ohio; Lee A. 
Caunter (“Caunter’); Kenneth A. Honroth (“Honroth”); 
Robert F. Plummer (“Plummer”); Julius Allt (“Allt”); and 
Joseph T. Bombelles (“Bombelles”). In anticipation of the 
institution of these proceedings, Wednesday, Caunter & 
Company, Caunter, Honroth, Plummer, Allt and 
Bombelles have submitted offers of settlement which the 
Commission has determined to accept. Without admitting 
or denying the findings herein, the respondents hereby 
consent to the findings and sanctions set forth below. 
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Accordingly, IT |S ORDERED that proceedings pursuant to 
Sections 15(b) and 19(h) ofthe Securities Exchange Act of 
1934 (“Exchange Act”), Section 9(b) of the Investment 
Company Act of 1940 (“Investment Company Act”) and 
Sections 203(e) and 203(f) of the Investment Advisers Act 
of 1940 be and they hereby are, instituted. 


On the basis of this Order for Proceedings and the offers of 
settlement, it is found that: 


1. Wednesday has been the investment adviser to the 
Wednesday Alpha Corporation (Wednesday Alpha), a 
registered investment company, since 1975. 


2. Caunter & Company has been the principal underwriter 
of Wednesday Alpha since 1975. 


3. Caunter is the president and a director of Caunter & 
Company, an officer and director of Wednesday and an 
officer and director of Wednesday Alpha. 


4. Honroth is the president and a director of Wednesday 
and the president and a director of Wednesday Alpha. 


5. Plummer is an officer and director of Wednesday, an 
officer and director of Wednesday Alpha and an employee 
of Caunter & Company. 


6. Allt and Bombelles are directors of Wednesday Alpha. 


7. From on or about June 30, 1975, to on or about 
December 1, 1978, Wednesday, Caunter, Honroth, 
Plummer, Allt and Bombelles wilfully aided and abetted 
violations of Sections 30(a) and 30(b) of the Investment 
Company Act and Rules 30a-1 and 30b1-1 thereunder by 
causing Wednesday Alpha to fail to file annual and 
quarterly reports with the Commission. 


8. From on or about December 15, 1975, to on or about 
December 1, 1978, Wednesday, Caunter, Honroth, 
Plummer, Allt and Bombelles wilfully aided and abetted 
violations of Sections 30(d) and Rule 30d-1 thereunder by 
causing Wednesday Alpha to fail to transmit semi-annual 
reports to shareholders. 


9. Caunter, Honroth, Plummer, Allt and Bombelles wilfully 
violated and Wednesday wilfully aided and abetted 
violations of Section 20(a) of the Investment Company Act 
and Rule 20a-1 thereunder by soliciting proxies in 
connection with Wednesday Alpha’s November 23, 1977, 
Special Meeting of Shareholders and its February 15, 
1978, Annual Meeting of Shareholders by means of proxy 
statements which: 


a. omitted substantially all of the information specified in 
Rules 14a-101 and 14a-4 adopted pursuant to Section 
14(a) of the Exchange Act and Rule 20a-2 adopted 
pursuant to Section 20(a) of the Investment Company Act; 


b. were not filed in preliminary or definitive form with the 
Commission in accordance with the requirements of Rule 
14a-6 adopted pursuant to Section 14(a) of the Exchange 
Act; 
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c. with respect to the solicitation for the Annual Meeting, 
were not preceded or accompanied by an annual report to 
shareholders in accordance with the requirements of Rule 
14a-3 adopted pursuant to Section 14(a) of the Exchange 
Act; 


d. with respect to the solicitation for the Special Meeting, 
conferred discretionary authority to vote for the election of 
a person to office when bona fide nominees for those 
offices had not been named in the proxy statement in 
contravention of the requirements of Rule 14a-4(d) 
adopted pursuant to Section 14(a) of the Exchange Act; 
and 


e. contained untrue statements of material facts and 
which omitted to state material facts concerning, among 
other things: 


i. the election of directors at the Special Meeting of 
shareholders; 


ii. the independence of the accounting firm selected by the 
directors; and 


iii. Wednesday Alpha’s failure to file reports with the 
Commission and transmit reports to shareholders. 


10. Wednesday, Caunter, Honroth, Plummer, Allt and 
Bombelles wilfully aided and abetted the violation of 
Section 13(a) of the Investment Company Act when 
Wednesday Alpha, without the required authorization by 
the vote of a majority of its outstanding voting securities, 
deviated from its investment policy of making venture 
investments primarily in Ohio companies or companies 
doing business in Ohio with respect to projects at least 
partially carried on in Ohio. 


11. From on or about May 19, 1975, toonor about June 15, 
1978, Wednesday, Caunter, Honroth, Plummer, Allt and 
Bombelles wilfully aided and abetted violations of Section 
17(g) of the Investment Company Act and Rule 17g-1 
thereunder by causing Wednesday Alpha to fail to securea 
bond of sufficient amount against larceny and 
embezzlement. 


12. Wednesday, Caunter, Honroth, Plummer, Allt and 
Bombelles wilfully aided and abetted violations of Section 
32(a) of the Investment Company Act by causing 
Wednesday Alpha to file financial statements in 
connection with its registration as an investment company 
and the registration of its securities which were not signed 
or certified by an independent public accountant selected 
and ratified in accordance with the requirements of that 
subsection. 


13. From on or about June 2, 1977, to onor about June 13, 
1978, Caunter & Company, Wednesday, Caunter, Honroth, 
Plummer, Allt and Bombelles wilfully violated and wilfully 
aided and abetted violations of Section 17(a) of the 
Securities Act of 1933 (“Securities Act”) and Section 10(b) 
of the Exchange Act and Rule 10b-5 thereunder by offering 
and selling Wednesday Alpna’s securities by means of a 
prospectus which contained untrue statements of 
material facts and which omitted to state material facts 
concerning, among other things: 


Volume 20, No. 8, July 1980 


a. Wednesday Alpha’s failure to file reports with the 
Commission and transmit reports to shareholders; 


b. Wednesday Alpha’s deviation from its investment 
policy; 


c. The lack of independence of the public accounting firm 
that certified the financial statements in the prospectus; 
and 


d. The omission of requisite financial statements in the 
prospectus. 


14. From on or about June 2, 1977, to onor about June 13, 
1978, Caunter & Company, Wednesday, Caunter, Honroth, 
Plummer, Allt and Bombelles wilfully violated and wilfully 
aided and abetted violations of Section 5(b) of the 
Securities Act by carrying or causing to be carried through 
the mails and in interstate commerce Wednesday Alpha’s 
securities for the purposes of sale and delivery after sale, 
for which a registration statement under the Securities Act 
had been filed, without such securities being preceded or 
accompanied by a prospectus meeting the requirements 
of subsection (a) of Section 10 of the Securities Act which 
requires, among other things, a balance sheet and a profit 
and loss statement certified by an independent public or 
certified accountant. 


IV. 


In view of the foregoing, it is inthe public interest to impose 
the sanctions specified in the offers of settlement. 


Accordingly, IT |S ORDERED that: 


1. Wednesday’s registration as an investment adviser be, 
and hereby is, revoked. 


2. Caunter & Company be, and hereby is, permanently 
prohibited from acting or serving as a member of an 
advisory board, investment adviser or depositor of, or 


principal underwriter for a registered investment 
company or an affiliated person of such investment 
adviser, depositor or principal underwriter. 


3. Caunter be, and hereby is, permanently prohibited from 
serving or acting as an employee, officer, director, 
member of an advisory board, investment adviser or 
depositor of, or principal underwriter for a registered 
investment company or an affiliated person of such 
investment adviser, depositor or principal underwriter; 
barred from being associated with an investment adviser; 
and suspended for five business days from being 
associated with a broker or dealer. 


4. Honroth be, and hereby is, prohibited for nine months 
from serving or acting as an employee, officer, director, 
member of an advisory board, investment adviser or 
depositor of or principal underwriter for a registered 
investment company or an affiliated person of such 
investment adviser, depositor or principal underwriter and 
suspended for nine months from being associated with an 
investment adviser. 


5. Plummer be, and hereby is, prohibited for twelve 
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months and from serving or acting as an employee, officer, 
director, member of an advisory board, investment adviser 
or depositor of, or principal underwriter for a registered 
investment company or an affiliated person of such 
investment adviser, depositor or principal and 
underwriter; suspended for twelve months from being 
associated with an investment adviser and suspended for 
five business days from being associated with a broker or 
dealer. 


6. Allt be, and hereby is, prohibited for nine months from 
serving or acting as an employee, officer, director, 
member of an advisory board, investment adviser or 
depositor of, or principal underwriter for a registered 
investment company or an affiliated person of such 
investment adviser, depositor or principal underwriter. 


7. Bombelles be, and hereby is, prohibited for six months 
from serving or acting as an employee, officer, director, 
member of an advisory board, investment adviser or 
depositor of, or principal underwriter for a registered 
investment company or an affiliated person of such 
investment adviser, depositor or principal underwriter. 


The sanctions imposed by paragraphs 2 through 7 of this 
Order shall become effective on the opening of business 
on the second Monday following the date of this Order. 
By the Commission. 


George A. Fitzsimmons 
Secretary 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 16953/July 2, 1980 


SEE 


SECURITIES ACT OF 1933 
Release No. 6220/July 2, 1980 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 16954/July 2, 1980 


An order has been issued granting the application of the 
American Stock Exchange Inc. to strike the Convertible 
Special Preference Stock (Par Value $25) of FRONTIER 
AIRLINES, INC. from listing and registration thereon. 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 16955/July 2, 1980 


In the Matter of 


CORTERRA CORPORATION 
File No. 81-625 
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NOTICE OF APPLICATION PURSUANT TO SECTION 12(h) 


The Securities and Exchange Commission has issued a 
notice giving interested persons until July 14, 1980 to 
request a hearing on an application by CorTerra 
Corporation (the “Applicant”), pursuant to Section 12(h) 
of the Securities Exchange Act of 1934, for an order 
exempting the Applicant from filing periodic reports 
pursuant to Section 13 of the Securities Exchange Act of 
1934, other than reports on Form 8-K, and an abbreviated 
unaudited Annual Report on Form 10-K for fiscal year 
ending June 30, 1980. The Applicant has adopted a Plan of 
Complete Liquidation and Dissolution. 
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PUBLIC UTILITY HOLDING COMPANY ACT OF 1935 
Release No. 21643/June 27, 1980 


In the Matter of 


LOUISIANA POWER & LIGHT COMPANY 
New Orleans, Louisiana 


(70-6225) 


SUPPLEMENTAL ORDER AUTHORIZING INCREASE OF 
SHORT-TERM BORROWINGS 


Louisiana Power & Light Company (“Louisiana”), an 
electric utility subsidiary company of Middle South 
Utilities, Inc., a registered holding company, has filed with 
this Commission a post-effective amendment to the 
declaration in this proceeding pursuant to Sections 6(a) 
and 7 of the Public Utility Holding Company Act of 1935 
(“Act”) regarding the following proposed transactions. 


By orders in this proceeding dated December 15, 1978, 
January 5, 1979, and July 10, 1979 (HCAR Nos. 20832, 
20873, and 21141), Louisiana was authorized to issue and 
sell, from time to time until December 31, 1980, notes to 
banks and commercial paper to a dealer in an aggregate 
principal amount of all such borrowings at any one time 
outstanding not exceeding $150,000,000. The presently 
effective loan commitments from such banks terminate 
on December 31, 1980, with loans thereunder maturing 
not laterthan December 31, 1980. Louisiana presently has 
an aggregate principal amount of short-term borrowings 
by means of bank loans and the sale of its commercial 
paper of $107,700,000. 


Louisiana now proposes that the aggregate principal 
amount of all such borrowings that it is permitted to have 
outstanding at any one time be increased to the lesser 
(from time to time) of $165,000,000 or ten per centum 
(10%) of the aggregate of (a) the total principal amount of 
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all bonds or other securities representing secured 
indebtedness issued or assumed by Louisiana and then 
outstanding and (b) the capital and surplus of Louisiana as 
then stated on its books of account. Set forth below are the 
respective maximum amounts which the banks from 
which such bank loans are to be made have committed 
themselves to lend during the period through December 
31, 1980, and the names of such banks: 


Maximum Amount 

The Chase Manhattan Bank, N.A., New York, N.Y. ........ $59,000,000 
Irving Trust Company, New York, N.Y. .............. 0c eee 15,000,000 
Chenncal: Banks Naw VOR NY. cccccccccctcctcccntesdactas 10,000,000 
Citar: Ten. Maw YOR NV s nfo... i A beens 10,000,000 
Manufacturers Hanover Trust Company, New York, N.Y. ....10,000,000 
Whitney National Bank of New Orleans, LA. ................. 8,000,000 
First National Bank of Louisville, Kentucky .................. 8,000,000 
First National Bank of Commerce, New Orleans, LA. ......... 6,000,000 
Bank of the Southwest, Houston, Texas ................20005 5,000,000 
Bank of Virginia, Richmorid, VA... 0... fede cee Cea cede 5,000,000 
Hibernia National Bank, New Orleans, LA.................00. 5,000,000 
Security Pacific National Bank, Los Angeles, CA. ............ 5,000,000 
National American Bank of New Orleans, LA................. 2,800,000 
Jefferson Bank & Trust Company, Metairie, LA............... 1,000,000 
The Bank of New Orleans and Trust Company, New Orleans, LA.750,000 
The National Bank of Commerce in Jefferson Parish, LA 750,000 
First State Bank & Trust Company, Bogalusa, LA 
Gentvab Baris WOwOCr CRS ois. iki ccc ccwsccedecacscceuceeaas 500,000 
First National Bank of West Monroe, LA. ................00000: 500,000 
First National Bank of Jefferson Parish, Gretna, LA 
Bastrop National Bank, Bastrop, LA. ................ cece eee 250,000 
The First National Bank of Delhi, LA 250,000 
Assu;mption Bank and Trust Company, Napoleonville, LA. ..... 240,000 
American Bank & Trust Company in Monroe, LA 100,000 
Bank of Louisiana in New Orleans, LA 100,000 
Gank of te South; Gretta; LA... 2.6.6 cc cece ce cccecddeasces 100,000 
Guaranty Bank & Trust Company, Gretna, LA. ................. 100,000 
Metairie Bank & Trust Co., Metairie, LA 
Ouachita National Bank, Monroe, LA. .................. eee eee 100,000 
Terrebonne Bank & Trust Company, Houma, LA. .............. 100,000 
First Guaranty Bank, Hammond, LA 
Franklin State Bank & Trust Company, Winnsboro, LA 
Winnsboro State Bank & Trust Company, Winnsboro, LA 50,000 
Bank OF Morehouse, Bastrop, LA. oc... ccc cc cececdsscccdecevs 25,000 
Citizens Bank & Trust Company, Thibodaux, LA 

TOTAL AMOUNT $155,000,000 
The proposed transactions remain unchanged in all other 
respects, including the maturity date of December 31, 
1980. Louisiana’s construction program contemplates 
expenditures of approximately $285,000,000 in 1980, 
and the company now estimates that it will require 
approximately $257,000,000 of funds from external 
sources in 1980. 


federal 
has 


No state or 
Commission, 
transactions. 


commission, other than this 
jurisdiction over the proposed 


Due notice of the filing of said post-effective amendment 
to the declaration has been given in the manner 
prescribed in Rule 23 promulgated under the Act (HCAR 
No. 21557), and no hearing has been requested of or 
ordered by the Commission. Upon the basis of the facts in 
the record, it is hereby found that the applicable standards 
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of the Act and the rules thereunder are satisfied and that 
no adverse findings are necessary; and that it is 
appropriate in the public interest and in the interest of 
investors and consumers that said declaration, as 
amended by said post-effective amendment, be permitted 
to become effective: 


IT 1S ORDERED, pursuant to the applicable provisions of 
the Act and the rules thereunder, that said declaration, as 
amended by said post-effective amendment, be, and it 
hereby is, permitted to become effective forthwith, subject 
to the terms and conditions prescribed in Rule 24 
promulgated under the Act. 


For the Commission, by the Division of Corporate 
Regulation, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





PUBLIC UTILITY HOLDING COMPANY ACT OF 1935 
Release No. 21644/June 30, 1980 


SEE 


SECURITIES ACT OF 1933 
Release No. 6219/June 30, 1980 





PUBLIC UTILITY HOLDING COMPANY ACT OF 1935 
Release No. 21645/June 30, 198860 


In the Matter of 


LOWELL GAS COMPANY 
Lowell, Massachusetts 


CAPE CODE GAS COMPANY 
Hyannis, Massachusetts 


(70-6170) 


SUPPLEMENTAL ORDER CLARIFYING TERMS OF SHORT- 
TERM FINANCING AGREEMENT 


Lowell Gas Company (“Lowell”) and Cape Cod Gas 
Company (“Cape Cod”), public utility subsidiaries of 
Colonial Gas Energy System (“Colonial”), a registered 
holding company, have filed with this Commission a post- 
effective amendment to the joint declaration in this 
proceeding pursuant to Sections 6 and 7 of the Public 
Utility Holding Company Act of 1935 (“Act”) regarding the 
following proposed transaction. 


On October 7, 1977, Colonial filed an application for 
exemption under Section 3(a)(1) of the Act (File No. 31- 
763). Its application for exemption is pending. Pursuant to 
a Stipulation in that proceeding dated January 26, 1978, 
entered into by Colonial and the Division of Corporate 
Regulation pending the development of a plan of financial 
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simplification or recapitalization by Colonial appropriate 
to the requirements for exemption under Section 3(a)(1), 
Colonial has registered as a public utility holding company 
under Section 5(a) for the limited purpose of complying 
with the provisions of Sections 6, 7, and 12(b) of the Act. 


Lowell and Cape Cod each have revolving lines of credit 
pursuant to separate credit agreements (collectively, the 
“Credit Agreements”) dated January 1, 1976, as 
amended, with Chase Manhattan Bank (N.A.), Union 
National Bank, Shawmut Bank of Boston, N.A., State 
Street Bank and Trust Company, and BayBank Middlesex, 
N.A. By order in this proceeding dated June 30, 1978 
(HCAR No. 20185), Lowell and Cape Cod were authorized 
to extend the term of the Credit Agreements to June 30, 
1980, and to borrow up to $11,800,000 for Lowell and 
$7,000,000 for Cape Cod. 


The Credit Agreements were subsequently amended and 
now provide for borrowings up to the indicated amounts 
from the following banks: 


Bank 
The Chase Manhattan Bank 


Lowell Cape Cod 


(National Association) $5,450,000 
1,050,000 
2,412,500 


$2,112,000 
1,158,000 
1,158,000 


Union National Bank 
Shawmut Bank of Boston, N.A 
State Street Bank and Trust 
Company 2,312,500 
3ayBank Middlesex, N.A 1,275,000 
$12,500,000 


744,000 
828,000 
$6,000,000 


By order dated June 13, 1980 (HCAR No. 20992), the 
Commission authorized an extension of the Credit 
Agreements to June 30, 1981. The amended Lowell and 
Cape Cod Credit Agreements then proposed would also 
have provided for relaxation of the restrictions on the 
payment of cash dividends on the common stock of Lowell 
and Cape Cod upon receipt of $3,500,000 in cash 
proceeds on the issuance and sale of additional Lowell 
common stock and upon receipt of $2,000,000 in cash 
proceeds from the issuance and sale of additional Cape 
Cod common stock, respectively. It was stated that the 
proposed amended Lowell Credit Agreement would have 
had the effect of eliminating the deficit of $980,000 under 
the existing Lowell Credit Agreement formula which would 
have to be made up before 1980 earnings available for 
common stock dividends could be used to actually pay 
such dividends. The then proposed amended Cape Cod 
Agreement would have had the effect of eliminating the 
deficit of $19,000 under the existing Cape Cod Credit 
Agreement formula which would have to be made up 
before 1980 earnings available for common _ stock 
dividends could be used to actually pay such dividends. 


The companies have filed a post-effective amendment to 
inform the Commission that the amendments tothe Credit 
Agreements now proposed would harmonize the dividend 
restrictions in the Credit Agreements with the restrictions 
contained in the latest series of first mortgage bonds 
issued by Lowell and Cape Cod, First Mortgage Bonds, 
Series R, 11-5/8% Due 1995, of Lowell, and First Mortgage 
11-5/8% Bonds, Series P, Due 1995, of Cape Cod (HCAR 
No. 21127). The amendment now proposed would provide 
that upon receipt by Lowell of not less than $3,500,000 as 
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cash proceeds of the issuance and sale of additional 
common stock of Lowell, the restrictions on common 
stock dividends in the Lowell Credit Agreement will be 
amended to allow Lowell to pay cash dividends upon any 
shares of its common stock to the extent that the amount 
of such cash dividend, together with all other such cash 
dividends declared or paid after December 31, 1978, does 
not exceed the excess of the net income of Lowell for the 
period subsequent to said date (which period shall be 
taken for the purpose as one accounting period) plus 
$800,000 over dividends on preferred stock paid during 
such period. 


The effect of the amendment as now proposed is to leavea 
deficit of $228,000 which would have to be made up 
before 1980 net earnings in excess of preferred stock 
dividends can be used to pay common stock dividends. 
With respect to the Cape Cod Credit Agreement the 
previously proposed amendment has been deleted. The 
amendment now proposed will make no changes in the 
restriction on the payment of common stock dividends. As 
provided in the existing Cape Cod Credit Agreement 
formula, a deficit of $19,000 would have to be made up 
before 1980 earnings available for common. stock 
dividends could be used to actually pay such dividends. 


It is stated that no state commission and no federal 
commission, other than this Commission, has jurisdiction 
over the proposed transaction. 


Upon the basis of the facts in the record, it is hereby found 
that the applicable standards of the Act and the rules 
thereunder are satisfied and that no adverse findings are 
necessary; and that it is appropriate in the public interest 
and in the interest of investors and consumers that said 
declaration, as amended by said post-effective 
amendments, be permitted to become effective: 


IT IS ORDERED, pursuant to the applicable provisions of 
the Act and rules thereunder, that said declaration, as 
amended, be, and it hereby is, permitted to become 
effective forthwith, subject to the terms and conditions 
prescribed in Rule 24 promulgated under the Act. 


For the Commission, by the Division of Corporate 
Regulation, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





PUBLIC UTILITY HOLDING COMPANY ACT OF 1935 
Release No. 21646/July 1, 1980 


In the Matter of 


CONNECTICUT YANKEE ATOMIC POWER COMPANY 
Hartford, Connecticut 


(70-6464) 
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ORDER AUTHORIZING ISSUANCE AND SALE OF SHORT- 
TERM NOTES TO BANKS AND COMMERCIAL PAPER TO A 
DEALER; RESERVATION OF JURISDICTION 


Connecticut Yankee Atomic Power Company 
(“Connecticut Yankee”), a subsidiary of Northeast Utilities 
and New England Electric System, both registered holding 
companies, has filed an application-declaration and 
amendments thereto with this Commission pursuant to 
Sections 6 and 7 of the Public Utility Holding Company Act 
of 1935 (“Act”) and Rule 50 promulgated thereunder 
regarding the proposed transactions. 


Connecticut Yankee is the owner of a 575,000 kW nuclear 
electric generating plant (the Plant) in Haddam, 
Connecticut, which has been in operation since January 
1968. Outstanding shares of Connecticut Yankee’s 
common stock are owned by eleven New England electric 
utilities. 


Connecticut Yankee proposes to issue and sell notes to 
banks and commercial paper to a dealer fromtimetotime 
on or before June 30, 1981. The aggregate amount of all 
such notes at any time outstanding, whether issued to 
banks or to a dealer in commercial paper, will not exceed 
$35,000,000. As of March 31, 1980, Connecticut Yankee’s 
outstanding short-term debt was $11,050,000. The short- 
term debt to be outstanding at June 30, 1980 is estimated 
at $30,000,000. The proceeds of the sale of bank notes 
and commercial paper will be applied by Connecticut 
Yankee to repay $9,825,000 of commercial paper 
presently outstanding, to provide funds for construction 
and for the purchase of additional nuclear fuel through 
June 30, 1981. Connecticut Yankee’s estimated 
construction and nuclear fuel programs for 1980 and 
1981 are: 


1980 
$33,000,000 
-0- 


1981 
$26,000,000 
$34,000,000 


Construction 
Nuclear Fuel 


The bank notes issued by Connecticut Yankee will each be 
dated the date of issue, will have a maximum maturity date 
of nine months, and will bear interest at the prime rate and 
will be subject to compensating balance requirements. 
The bank notes will be issued no later than June 30, 1981, 
and will be subject to prepayment at any time at 
Connecticut Yankee’s option without premium. Assuming 
a prime rate of 12% the effective cost of such borrowings 
would be 14.4% per annum. 


The commercial paper will be issued in the form of short- 
term promissory notes in denominations of not less than 
$50,000 and not more than $1,000,000, of varying 
maturities, with no maturity more than 270 days after the 
date of issue, and will not be repayable prior to maturity. 
The commercial paper will be sold directly to Lehman 
Commercial Paper, Incorporated, at the discount rate per 
annum prevailing at the date of issuance for commercial 
paper of comparable quality and of the particular maturity, 
sold by the public utility issuers thereof to commercial 
paper dealers. No commercial paper shall be issued 
having a maturity of more than 90 days at an effective 
interest cost to Connecticut Yankee in excess of the 
effective bank interest rate at which Connecticut Yankee 
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could obtain loans from banks in an amount at least equal 
to the principal amount of such Commercial Paper. No 
commission or fee will be payable in connection with the 
issuance and sale of the commercial paper. The 
purchasing dealer, as principal, will reoffer the 
commercial paper to institution investors at a discount 
of not more than 1/8 of 1% per annum less than the 
prevailing discount rate to Connecticut Yankee in such 
manner as not to constitute a public offering. 


The commercial paper will be reoffered to not more than 
200 identified and designated customers in a list 
(nonpublic) prepared for Connecticut Yankee in advance 
by the purchasing dealer. No additions will be made to this 
customer list. 


It is anticipated that the commercial paper will be held by 
customers to maturity, but if such customers desire to 
resell prior to maturity, the purchasing dealer, pursuantto 
a verbal repurchase agreement, will repurchase the 
commercial paper and reoffer the same to others in the 
group of 200 customers. 


Connecticut Yankee has demonstrated an immediate 
need to borrow only $25,000,000 of the $35,000,000 
requested; therefore it will be authorized to borrow the 
lesser amount, jurisdiction being reserved over the 
remainder pending a showing of need to make such 
borrowings. 


The fees, commissions and expenses to be incurred in 
connection with the proposed transaction are estimated at 
$2,500. It is stated that no state or federal regulatory 
authority, other than this Commission, has jurisdiction 
over the proposed transaction. 


Due notice of the filing of said application-declaration has 


been given in the manner prescribed in Rule 23 
promulgated under the Act (HCAR No. 21611), and no 
hearing has been requested of or ordered by the 
Commission. Upon the basis of the facts in the record, itis 
hereby found that the applicable standards of the Act and 
the rules thereunder are satisfied and that no adverse 
findings are necessary with respect to the issuance of upto 
$25,000,000 of notes to banks and commercial paper toa 
dealer at any one time outstanding; and that it is 
appropriate in the public interest and in the interest of 
investors and consumers that said application- 
declaration, as amended, be granted and permitted to 
become effective with respect to the issuance of up to 
$25,000,000 of notes to banks and commercial paper toa 
dealer at any one time outstanding: 


IT |S ORDERED, pursuant to the applicable provisions of 
the Act and rules thereunder, that said application- 
declaration, as amended, be, and it hereby is, granted and 
permitted to become effective forthwith with respect tothe 
issuance of up to $25,000,000 of notes to banks and 
commercial paper to a dealer at any one time outstanding 
subject to the terms and conditions prescribed in Rule 24 
promulgated under the Act, except that the time for filing 
the certification thereunder with respect to the proposed 
transactions is extended so as to allow filing on a quarterly 
basis. 


SEC DOCKET/583 





IT IS FURTHER ORDERED that jurisdiction be, and it 
hereby is, reserved with respect to the issuance of notes to 
banks and commercial paper to a dealer in an aggregate 
principal amount of up to $35,000,000 at any one time 
outstanding pending a showing of need to make such 
borrowings. 


For the Commission, by the Division of Corporate 
Regulation, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





PUBLIC UTILITY HOLDING COMPANY ACT OF 1935 
Release No. 21647/July 1, 1980 


In the Matter of 


NORTHEAST UTILITIES 
WESTERN MASSACHUSETTS ELECTRIC COMPANY 
West Springfield, Massachusetts 


THE CONNECTICUT LIGHT & POWER COMPANY 
THE HARTFORD ELECTRIC LIGHT COMPANY 
NORTHEAST NUCLEAR ENERGY COMPANY 
Berlin, Connecticut 


HOLYOKE WATER POWER COMPANY 
Holyoke, Massachusetts 


(70-6465) 


ORDER AUTHORIZING ISSUANCE AND SALE OF SHORT- 
TERM NOTES TO BANKS AND COMMERCIAL PAPER TO 
DEALERS; CAPITAL CONTRIBUTIONS TO SUBSIDIARIES; 
RESERVATION OF JURISDICTION OVER PROPOSED 
MULTIBANK REVOLVING CREDIT AGREEMENT 


Northeast Utilities (“NU”), a registered holding company, 
and five of its wholly owned subsidiary companies, The 
Connecticut Light & Power Company (“CL&P”), The 
Hartford Electric Light Company (“HELCO”), Western 
Massachusetts Electric Company (“WMECO”), Holyoke 
Water Power Company (“HWP”) and Northeast Nuclear 
Energy Company (“NNECO”), have filed an application- 
declaration and amendments thereto with this 
Commission pursuant to Sections 6, 7, and 12(b) of the 
Public Utility Holding Company Act of 1935 (“Act”) and 
Rules 45 and 50 promulgated thereunder regarding the 
proposed transaction. 


The applicants propose 1) to make short-term borrowings 
through the issuance of notes to banks and, with the 
exception of HWP and NNECO, the issuance of 
commercial paper to a dealer from time to time through 
June 30, 1981, and 2) to enter into a multibank revolving 
credit and term loan agreement under the terms of which 
CL&P, HELCO and WMECO may borrow up to an aggregate 
of $140,000,000. The aggregate amount of all such notes 
at any time outstanding, whether issued to banks (“Bank 
Notes”) or to a dealer in commercial paper (“Commercial 
Paper”) or to banks under the revolving credit/term loan 
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agreement (“Revolving Credit/Term Notes”) will not 
exceed $55,000,000 in the case of NU, $185,000,000 in 
the case of CL&P, $100,000,000 in the case of HELCO, 
$55,000,000 in the case of WMECO, $8,000,000 in the 
case of HWP and $30,000,000 in the case of NNECO. The 
applicants propose to renew and extend any notes so 
issued or to refund them with other similar notes issued to 
banks or to a dealer in commercial paper and to issue and 
sell additional short-term notes (and to renew such notes) 
from time to time to meet portions of their capital 
requirements, subject to the applicable maximum 
limitations. 


The Bank Notes will each be dated the date of issue, will 
have maximum maturity dates of nine months with right of 
renewal, will bear interest at the prime rate or at the prime 
rate plus a fraction thereof, will be issued no later than 
June 30, 1981 and will be subject to prepayment at any 
time at the applicant’s option without premium. 


With respect to the issuance of Bank Notes, the applicants 
have credit lines with a number of banks subject in some 
cases to commitment fees and/or compensating balance 
requirements. The effective cost of borrowings under such 
credit lines, based on a prime rate of 12%, ranges from 
12.72% to 15.36%. The bank credit lines expire at various 
times in 1980 and 1981 and their continued availability is 
subject to continuing review by the banks involved. Bank 
credit lines of the applicants may be changed and 
additional lines may be obtained from other banks. 


Commercial Paper will be issued in the form of short-term 
promissory notes in denominations of not less than 
$50,000 and not more than $1,000,000, of varying 


maturities, with no maturity more than 270 days after the 
date of issue and will not be repayable prior to maturity. 
The Commercial Paper will be sold directly to a dealer in 
commercial paper, Lehman Commercial Paper, 
Incorporated, at the discount rate per annum prevailing at 
the date of issuance for commercial paper of comparable 
quality and of the particular maturity sold by public utility 
issuers thereof to commercial paper dealers. No 
Commercial Paper shall be issued giving a maturity of 
more than 90 days at an effective interest cost to the 
applicant in excess of the effective bank interest rate at 
which the applicant could obtain loans from banks in an 
amount at least equal to the principal amount of such 
Commercial Paper. No commission or fee will be payable 
in connection with the issuance and sale of the 
Commercial Paper. The purchasing dealer, as principal, 
will reoffer the Commercial Paper to institutional investors 
at a discount of not more than 1/8 of 1% per annum less 
than the prevailing discount rate to the applicant in such 
manner as not to constitute a public offering. 


The Commercial paper will be reoffered to not more than 
200 identified and designated customers in a nonpublic 
list prepared for each applicant in advance by the 
purchasing dealer. No additions will be made to this 
customer list. It is anticipated that the Commercial Paper 
will be held by customers to maturity, but if such 
customers desire to resell prior to maturity, the 
purchasing dealer, pursuant to a verbal repurchase 
agreement, will repurchase the Commercial Paper and 
reoffer the same to others in the group of 200 customers. 
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The revolving credit/term loan agreement (“Agreement”) 
will provide that during the revolving period, CL&P, HELCO 
and WMECO may borrow, on a first-come, first-served 
basis, up to the maximum amount committed, 
$80,000,000, $60,000,000 and $45,000,000, 
respectively. The revolving period would end June 30, 
1983 or such earlier date as CL&P, HELCO and WMECO 
individually elect, and in either event the then outstanding 
borrowings will be converted to term loans maturing no 
later than June 30, 1987 and amortized in eight semi- 
annual installments commencing December 31, 1983. 
Borrowings may be repaid in whole or in part without 
penalty during the revolving period or during the term of 
the term notes and may be reborrowed during the 
revolving period. The borrowings outstanding shall bear 
interest, payable quarterly in arrears, at the following 


Rate 
100% Base Rate 
100% Base Rate 
102% Base Rate 
104% Base Rate 
104% Base Rate 
105% Base Rate 
106% Base Rate 


Base Rate is the higher of (a) Continental Illinois National 
Bank floating prime rate (b) 1/2 of 1 percent per annum 
above the latest three week moving average of secondary 
market offering rates in the United States for three months 
certificates of deposit as published weekly by the Federal 
Reserve Bank of New York. Subject to requisite regulatory 
approval, the applicants will pay a commitment fee of 1/2 
of 1 percent per annum, commencing not later than April 
15, 1980, on the average unused portion of the 
commitment during the revolving period, payable 
quarterly in arrears. 


The proceeds derived by NU from the issuance and sale of 
the Bank Notes and the Commercial Paper will be applied 
during the period from July 1, 1980 to June 30, 1981 (1) to 
make capital contributions to CL&P and to WMECO in 
amounts not to exceed $40,000,000 and $15,000,000, 
respectively, (2) to make capital contributions or open 
account advances to NNECO in an amount not to exceed in 
the aggregate $7,000,000, and (3) to make open account 
advances to the Quinnehtuk Company, a wholly-owned 
real estate subsidiary of NU, in amounts not to exceed 
$500,000, and (4) to supply funds as needs to other 
subsidiary companies as heretofore or hereafter 
authorized by the Commission. All capital contributions to 
subsidiaries will be credited to their capital surplus 
accounts. NNECO will apply such contributions or open 
account advances, together with short-term borrowings 
and other funds available to it, for nuclear fuel financing 
during 1980 and 1981. NNECO’s total expenditures for 
nuclear fuel in 1980 and 1981 are estimated to be 
$41,000,000. 


The funds to be derived by CL&P, HELCO and WMECO 
from the issuance and sale of the Bank Notes, Commercial 
Paper and Revolving Credit/Term Notes will be applied, 
together with other funds available to these companies, to 
provide working capital and to finance their respective 
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construction expenditures in 1980 and 1981, which are 
estimated to be $323,000,000, $154,000,000 and 
$83,000,000, respectively. Funds derived by HWP from 
the sale of Bank Notes will be applied to the installation ofa 
second hydro unit at its facility at Hadley Falls on the 
Connecticut River. It is anticipated that construction will 
commence in 1980 and the total estimated construction 
costs for the unit are $17,000,000. 


It is presently contemplated that any Bank Notes or 
Commercial Paper of NU, CL&P, HELCO, WMECO, HWP 
and NNECO outstanding at June 30, 1981, or any 
Revolving Credit/Term Notes of CL&P, HELCO and 
WMECO, outstanding at June 30, 1987 will be repaid from 
internal cash resources or from the proceeds of long-term 
debt or equity financing. 


A statement of the fees, commissions and expenses to be 
incurred in connection with the proposed transactions will 
be filed by amendment. The issue of the Revolving 
Credit/Term Notes by CL&P, HELCO and WMECO is 
subject to the jurisdiction of the Connecticut Division of 
Public Utility Control and the Massachusetts Department 
of Public Utilities. No other state or federal regulatory 
authority has jurisdiction over the proposed transactions. 


Due notice of the filing of said application-declaration has 
been given in the manner prescribed in Rule 23 
promulgated under the Act (HCAR No. 21607), and no 
hearing has been requested of or ordered by the 
Commission. Upon the basis of the facts in the record, itis 
hereby found that the applicable standards of the Act and 
the rules thereunder are satisfied and that no adverse 
findings are necessary with respect to the issuance and 
sale of short-term notes to banks, except pursuant to the 
proposed revolving credit agreement, and commercial 
paper to dealers; and that it is appropriate in the public 
interest and in the interest of investors and consumers 
that said application-declaration, as amended, be granted 
and permitted to become effective with respect to the 
issuance and sale of short-term notes to banks, except 
pursuant to the proposed revolving credit agreement, and 
commercial paper to dealers; 


IT IS ORDERED, pursuant to the applicable provisions of 
the Act and rules thereunder, that said application- 
declaration, as amended, be, and it hereby is, granted and 
permitted to become effective forthwith with respecttothe 
issuance and sale of short-term notes to banks, except 
pursuant to the proposed revolving credit agreement, and 
commercial paper to dealers; subject to the terms and 
conditions prescribed in Rule 24 promulgated under the 
Act, except that the time for filing the certification 
thereunder with respect to the proposed transactions is 
extended so as to allow filing on a quarterly basis. 


IT 1S FURTHER ORDERED that jurisdiction be, and it 
hereby is, reserved with respect to the proposed 
borrowings by CL&P, HELCO and WMECO pursuant to the 
revolving credit/term loan agreement pending 
completion of the record with respect to that transaction. 


SEC DOCKET /585 





For the Commission, by the Division of Corporate 
Regulation, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





PUBLIC UTILITY HOLDING COMPANY ACT OF 1935 
Release No. 21648/July 2, 1980 


SEE 


SECURITIES ACT OF 1933 
Release No. 6220/July 2, 1980 








TRUST INDENTURE ACT OF 1939 





TRUST INDENTURE ACT OF 1939 
Release No. 574/June 27, 1980 


In the Matter of 
PANHANDLE EASTERN PIPE LINE COMPANY 


ORDER GRANTING APPLICATION PURSUANT TO 
SECTION 310(b)(1)(ii) 


The Securities and Exchange Commission has issued an 
order pursuant to Section 310(b)(1)(ii) of the Trust 
Indenture Act of 1939 on application by Panhandle 
Eastern Pipe Line Company (the “Company”) that the 
trusteeship of The Chase Manhattan Bank under two 
indentures of the Company is not so likely to involve a 
material conflict of interest as to make it necessary to 
disqualify The Chase Manhattan Bank from acting as 
trustee. 





TRUST INDENTURE ACT OF 1939 
Release No. 575/July 2, 1980 


SEE 


SECURITIES ACT OF 1933 
Release No. 6220/July 2, 1980 
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INVESTMENT COMPANY ACT OF 1940 





INVESTMENT COMPANY ACT OF 1940 
Release No. 11234/June 27, 1980 


In the Matter of 
SOCIETE GENERALE DE BANQUE S.A. 
AND 


SOCIETE GENERALE DE BANQUE INC. 
c/o Charles J. Hansen, Esq. 
Shearman & Sterling 

52 Wall Street 

New York, New York 10005 


(812-4559) 


NOTICE OF FILING OF APPLICATION FOR AN ORDER OF 
THE COMMISSION PURSUANT TO SECTION 6(c) OF THE 
ACT EXEMPTING COMPANIES FROM ALL PROVISIONS OF 
THE ACT 


NOTICE IS HEREBY GIVEN that Societe Generale de 
Banque S.A. (the “Bank’) and Societe Generale de 
Banque, Inc. (“SGBI”’), a wholly-owned Delaware 


subsidiary of the Bank, filed an application on October 31, 
1979, and amendments thereto on May 29, 1980, and 
June 20, 1980, for an order of the Commission pursuant to 
Section 6(c) of the Investment Company Act of 1940 (the 
“Act”) exempting the Bank and SGBI from all provisions of 


the Act. All interested persons are referred to the 
application on file with the Commission for a statement of 
the representations contained therein, which are 
summarized below. 


Bank states that its Registered Office is located at 1000 
Brussels-Montagne du Parc 3, Belgium, and that it is the 
largest banking institution in Belgium and one of the 50 
largest commercial banks in the world. It has 1,130 
branches in Belgium and offices, branches, affiliates or 
subsidiaries in thirty countries. Bank is a public company 
with limited liability under Belgian law. Approximately 
23% of its shares are held by Societe Generale de 
Belgique, a Belgian holding company, and the rest of the 
shares are held by the public. At December 31, 1979, 
Bank's total assets were $36,203 million, deposits were 
$17,411 million and shareholders equity was $619 
million. 


According to the application, Bank performs all of the 
typical functions of a Belgian deposit bank and its 
business is generally similar to that of major United States 
international commercial banks. Bank’s principal 
business activity consists of receiving deposits and 
making loans. It receives most of its funds from private 
individuals, who at December 31, 1979, accounted for 
49% of its deposits. Other major sources of the Bank’s 
funds at December 31, 1979, included deposits by other 
banks which represented approximately 38% of total 
current liabilities, a percentage that is comparable to that 
for large United States and foreign banks actively engaged 
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in the eurocurrency markets. The Bank also issues cash 
certificates of deposit (up to 5 years) which amounted to 
$2,109 million at December 31, 1979. Bank’s assets 
consist of loans and advances to private sector customers 
($15,987 million) and banks ($8,787 million), 
representing, respectively, 44% and 24% of the Bank’s 
total assets at December 31, 1979. 


The application also indicates that the Bank is engaged in 
underwriting and selling securities and investment 
advisory services. Bank states that such activities 
represent only a relatively small part of its business, 
accounting for only 3% of its revenues. 


Bank represents that it is subject to extensive regulation 
by Belgian banking authorities pursuant to a regulatory 
framework that is comparable in many respects to the 
regulation of United States commercial banks. Overall 
Belgian bank regulation is primarily administered by the 
Belgian Ministry of Finance acting principally through la 
Banque Nationale de Belgique (the “National Bank”) and 
the Commission Bancaire (the “Banking Commission”). 
Bank indicates that it is subject to the Decree No. 185 of 
June 9, 1935 (the “Decree”). The main purpose of the 
Decree is to separate commercial banking activities from 
investment banking activities. 


The application indicates that the Banking Commission is 
primarily responsible for the observance of the Decree by 
Belgian banks and more generally for the prudent 
operation of the Belgian banking system. Bank is 
registered with the Banking Commission and files 
prescribed reports of financial condition. The Banking 
Commission has, in certain circumstances, the power to 


nominate a special commissioner to operate the Bank, 
and to suspend all or part of the Bank’s operations or 
revoke its registration. Bank states that the Banking 
Commission has the authority to fix certain ratios between 
assets and liabilities, or between equity and liabilities or 
assets. The Banking Commission currently requires banks 
to maintain an “equity ratio”, i.e., a level of equity with 
respect to various categories of assets covering 
adequately the degree of risk involved in such categories 
so as to assure that Bank’s depositors are properly 
protected against loss. 


The application indicates that the National Bank oversees 
Belgian monetary policy and acts as the lender of last 
resort to the Banking System. The National Bank is 
empowered to recommend to the Bank the observance of 
specified balance sheet ratios, special deposit 
requirements, proportions of holdings of government 
paper and ceilings on credit facilities and rediscounting 
facilities. According to the application, exchange control 
regulations are exercised by the Institute Belgo- 
Luxembourgeois Change (the “Institute”). Belgian banks 
report to the Institute on a daily basis with respect to 
claims of and liabilities to non-residents and forward 
exchange contracts made. Banks also report to the 
Institute on a monthly basis with respect to advances in 
foreign currencies and forward exchange transactions 
exceeding 20% of their equity. Reports are also made to 
the National Bank and to the Banking Commission with 
respect to the maturity and currency denomination of 
assets and liabilities and forward contracts. 
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Bank states that it is subject to audit by three 
Commissaires (independent auditors) whose 
appointments must be approved by the Banking 
Commission. The main function of the Commissaires is to 
report to the Banking Commission with respect to the 
Bank’s financial condition. According to the application, 
SGBI will not deal with or trade in securities, and will not be 
a bank for purposes of Belgian law. Accordingly, SGBI will 
not be subject as such to Belgian substantive banking 
regulations. SGBI will, however, be subject generally to 
examination by the Banking Commission pursuant to its 
authority to supervise the Bank. SGBI has been 
incorporated under the laws of the State of Delaware and 
all of the outstanding shares of capital stock of SGBI will be 
owned by the Bank. 


The application states that SGBI was formed to serve as a 
financing vehicle for the Bank and will issue commercial 
paper guaranteed by the Bank, since it appears that, if the 
Bank were to issue the commercial paper directly, the 
payments on the commercial paper notes constituting 
interest could be subject to Belgian withholding tax. Bank 
represents that it has been informed that, if a Belgian 
withholding tax were so imposed, its commercial paper, in 
order to be marketable, would have to bear a higher 
interest rate than commercial paper of similar maturity 
with a similar credit rating, the interest payments on which 
are not subject to withholding tax. In addition, the Bank 
states that many potential investors would be reluctant to 
purchase commercial paper subject to withholding tax not 
only because of the uncertainties involved, but also 
because of the paperwork involved to claim a refund of the 
tax withheld. Unlike the Bank, certain other foreign bank 
commercial paper issuers may issue commercial paper 
not subject to withholding tax. 


According to the application the only business to be 
conducted by SGBI will be the issuance of commercial 
paper notes the proceeds of which will be placed on short- 
term deposit with, or loaned to, the Bank. These deposits, 
or loans, with interest, would be withdrawn by, or repaid to, 
SGBI, as the case may be, as required to pay maturing 
commercial paper notes. Payment of principal and 
interest on these securities wili be guaranteed by the 
Bank. Since the sole business of SGBI will be the issuance 
of commercial paper and the making of loans to the Bank 
or its subsidiaries, substantially all of its assets will consist 
of bank deposits with, or amounts receivable from, the 
Bank. 


According to the application, SGBI proposes to offer, issue 
and sell in the United States guaranteed commercial 
paper (the “notes”) in bearer form and denominated in 
United States dollars. It is intended that the notes will be 
sold without registration under Section 5 of the Securities 
Act of 1933, as amended (the “Securities Act”) in reliance 
upon an opinion of the Bank’s United States counsel that 
the offering will qualify for the exemption from the 
registration requirements of the Securities Act provided 
for certain short-term commercial paper by Section 
3(a)(3) thereof. The notes will not be issued or sold until 
the Bank has received such an opinion letter. Bank does 
not request Commission review or approval of such 
opinion letter and the Commission expresses no opinion 
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as to the availability of any such exemption. The notes will 
be in denominations of $100,000 or more, will mature not 
more than nine months from the date of issuance and will 
not be payable on demand or include any provisions for 
extensions, renewal or automatic “roll-over” at the option 
of either the holders, SGBI or the Bank. The notes will rank 
pari passu among themselves and equally with all other 
unsecured indebtedness of SGBI and superior tothe rights 
of shareholders. The application indicates that the notes 
are intended to be of prime quality and of the type eligible 
for discounting by a Federal Reserve Bank. The presently 
proposed issue of securities and any future issue of debt 
securities by SGBI will be conditioned upon the receipt of, 
prior to issuance, one of the three highest investment 
grade ratings from at least one of the nationally recognized 
statistical rating organizations, and the Bank’s United 
States counsel will have certified that such a rating has 
been received. 


According to the application, these notes will have the 
unconditional guarantee of the Bank endorsed thereon. As 
a result, a holder of the notes of SGBI will be the holder of 
obligations of the Bank. The guarantee of the Bank will 
rank pari passu with all other unsecured indebtedness of 
the Bank, including liability to depositors, and ahead of its 
share capital. The application further indicates that the 
proceeds of the sale of the notes (to the extent not applied 
to the repayment of maturing commercial paper notes or 
to the payment of current expenses) will be placed on 
short-term deposit with, or loaned to the Bank, and will 
thus be made available to the Bank to be used for “current 
transactions” within the meaning of Section 3(a)(3) of the 
Securities Act. These deposits or loans, with interest 
would be withdrawn by, or repaid to, SGBI, as the case may 
be, as required to make timely payment on maturing 
notes 


The notes will be sold to a registered United States 
securities dealer which will reoffer the notes in the above 
minimum denominations to institutional investors and 
other entities and individuals in the United States who 
normally purchase commercial paper. The notes will not 
be advertised or otherwise offered for sale to the general 
public. Bank represents that the aggregate principal 
amount of the notes to be outstanding at any time is not 
expcted to exceed $150 million. The Bank states that its 
ose for making its proposed offering of the notes is to 
de an alternative source of supply of United States 
s to supplement dollars currently obtained in the 
ollar market 


In 1e 
unG 
eaci 


application the Bank agrees to secure an 
staking from the securities dealer that it will provide 
offeree who has indicated an interest in the notes 
then being offered, and prior to any sale of such notes to 
such offeree, with a memorandum describing the 
business of the Bank and SGBI, and containing the most 
recent publicly available annual audited financial 
statements of the Bank (audited in accordance with 
Belgian auditing practices) and the most recently publicly 
available unaudited quarterly financial statements of the 
Bank. Such memorandum will describe the material 
differences between Belgian accounting principles 
applicable to Belgian commercial banks and generally 
accepted accounting principles applicable to United 
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States commercial banks. Bank represents that such 
memoranda will be at least as comprehensive as those 
customarily used in offering commercial paper in the 
United States and will be updated periodically to reflect 
material changes in the business or financial condition of 
the Bank or SGBI. Bank further represents that any future 
offerings of its debt securities in the United States will be 
done on the basis of disclosure documents at least as 
comprehensive in their description of the Bank and SGBI, 
and the business of the Bank and SGBI, as those used in 
the presently proposed offering. The Bank consents to any 
order granting, pursuant to Section 6(c) of the Act, the 
relief requested being expressly conditioned upon the 
Bank’s compliance with the above undertakings regarding 
disclosure documents. 


Bank states that it will appoint, and will cause SGBI to 
appoint, a bank in the United States as authorized agent 
for itself and SGBI to issue the notes from time to time on 
behalf of the Bank and SGBI. Bank will also appoint such 
bank or the Commission as agent to accept any process 
which may be served in any action based on the notes or 
the guaranty and instituted in any State of Federal court by 
the holder of any note. Applicant represents that it will 
expressly accept and cause SGBI to expressly accept the 
jurisdiction of any State or Federal court in the City and 
State of New York in respect of any such action. Such 
appointment of an authorized agent to accept service of 
process and such consent to jurisdiction will be 
irrevocable until all amounts due and to become due in 
respect of the notes have been paid by SGBI or the Bank. 


The Bank represents that it will similarly consent, and will 
cause SGBI to consent, to jurisdiction and the Bank will 
appoint, and will cause SGBI to appoint, an agent for 
service of process in Suits arising from any future offerings 
of securities that it or SGB!] may make inthe United States, 
which offerings the Bank states will be limited to debt or 
preferred securities guaranteed by the Bank. 


Section 3(a)(3) of the Act defines investment company to 
mean “any issuer which is engaged or proposes to engage 
in the business of investment, reinvesting, owning, 
holding, or trading in securities, and owns or proposes to 
acquire investment securities having a value exceeding 40 
per centum of the value of such issuer’s total assets 
(exclusive of government securities and cash items) onan 
unconsolidated basis.” Bank states that, although it may 
be considered to be an investment company as defined 
under the Act, it believes that as a commercial bank it is 
not an investment company under the Act and is 
significantly different from the type of institution that 
Congress intended the Act to regulate. 


Section 6(c) of the Act provides, in pertinent part, that the 
Commission, by order upon application, may conditionally 


or unconditionally exempt any person, security of 
transaction, or any class or classes of persons, securities 
or transactions, from any provision of the Act or of any rule 
or regulation under the Act, if and to the extent that such 
exemption is necessary or appropriate in the public 
interest and consistent with the protection of investors and 
the purposes fairly intended by the policy and provisions of 
the Act. 
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Bank requests an order pursuant to Section 6(c) of the Act 
exempting it and SGBI from all provisions of the Act. Bank 
states, among other things, that compliance by foreign 
commercial banks with a number of substantive 
provisions of the Act would, as a practical matter, conflict 
with such banks’ commercial banking practices, and that 
foreign banks would thus be effectively precluded from 
selling securities in the United States if they were required 
to register as investment companies and comply with the 
provisions of the Act. Bank notes that approval of its 
application would advance the policies underlying the 
International Banking Act of 1978 by permitting the Bank 
to offer securities in the United States. Bank asserts that 
its operations are extensively supervised and regulated by 
Belgian banking authorities and that application of the 
requirements of the Act to the Bank would be 
unnecessary. It asserts that the rationale for granting an 
exemptive order pursuant to Section 6(c) of the Act to the 
Bank extends to SGBI as well because of the direct 
subsidiary relationship between the two companies. Bank 
states that the purchase of SGBI’s notes will be the 
equivalent of the purchase of obligations of the Bank 
because of the Bank’s unconditional guarantee. 
Furthermore, the Bank states that as a result of the 
disclosure memoranda that offerees of SGBI’s 
commercial paper will receive, investors will be 
adequately protected, and it would therefore not be in the 
public interest to treat SGBI as an investment company 
under the Act. Finally, the Bank states that neither it nor 
SGBI will obtain any advantage under United States 
federal or state regulatory laws as a result of issuing the 
notes through SGBI. Bank asserts, based on all the facts 
and circumstances recited in its application, that granting 
an exemptive order pursuant to Section 6(c) of the Act 
would be appropriate in the public interest and consistent 
with the protection of investors and the purposes fairly 
intended by the policy and provisions of the Act. 


NOTICE IS FURTHER GIVEN that any interested person 
may, not later than July 22, 1980, at 5:30 p.m., submit to 
the Commission in writing a request for a hearing on the 
application accompanied by a statement as to the nature 
of his interest, the reasons for such request, and the 
issues, if any, of fact or law proposed to be controverted, or 
he may request that he be notified if the Commission shall 
order a hearing thereon. Any such communication should 
be addressed: Secretary, Securities and Exchange 
Commission, Washington, D.C. 20549. A copy of such 
request shall be served personally or by mail upon the 
Bank and SGBI at the address stated above. Proof of such 
service (by affidavit or, in the case of an attorney-at-law, by 
certificate) shall be filed contemporaneously with the 
request. As provided by Rule 0-5 of the Rules and 
Regulations promulgated under the Act, an order 
disposing of the application herein will be issued as of 
course following said date unless the Commission 
thereafter orders a hearing upon request or upon the 
Commission’s own motion. Persons who request a 
hearing, or advice as to whether a hearing is ordered, will 
receive any notices and orders issued in this matter, 
including the date of the hearing (if ordered) and any 
postponements thereof. 


For the Commission, by the Division of Investment 
Management, pursuant to delegated authority. 
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George A. Fitzsimmons 
Secretary 





INVESTMENT COMPANY ACT OF 1940 
Release No. 11235/June 27, 1980 


In the Matter of 


G.T. PACIFIC FUND, INC. 
601 Montgomery Street, Suite 1400 
San Francisco, California 94104 


(812-4048) 


NOTICE OF FILING OF APPLICATION FOR AN ORDER 
AMENDING A PRIOR ORDER GRANTING EXEMPTION 
FROM THE PROVISIONS OF RULE 22c-1 UNDER THE ACT 
PURSUANT TO SECTION 6(c) OF THE ACT AND 
PURSUANT TO SECTION 22(e)(3) OF THE ACT 
GRANTING AN ORDER THEREUNDER 


NOTICE IS HEREBY GIVEN that G.T. Pacific Fund, Inc. 
(“Applicant”), registered under the Investment Company 
Act of 1940 (“Act”) as an open-end, diversified, 
management investment company, filed an application on 
March 20, 1980, and an amendment thereto on May 16, 
1980, seeking an order of the Commission amending, in 
the manner described below, an earlier order of the 
Commission dated May 3, 1977 (Investment Company Act 
Release No. 9748). This earlier order (“Prior Order”), 
pursuant to Section 6(c) and 22(e)(3) of the Act, exempted 
Applicant from certain provisions of Rule 22c-1 under the 
Act, to permit Applicant to calculate the net asset value of 
its shares as of the close of trading on the Tokyo Stock 
Exchange (“TSE”) next occurring after the close of the New 
York Stock Exchange (“NYSE”) and permitted Applicant to 
suspend the right of redemption and postpone the date of 
payment or satisfaction upon redemption of any 
redeemable security for more than seven days after proper 
tender of such security during periods when (a) the TSE is 
closed, for other than customary weekend or holiday 
closings, or (b) trading thereon is restricted. All interested 
persons are referred to the application on file with the 
Commission for a statement of the representations 
contained therein, which are summarized below. 


Applicant states that until March 24, 1980, it was a 
fundamental policy of Applicant to invest, under normal 
circumstances, at least 80% of its total assets in a 
diversified portfolio of Japanese equity securities. To 
accommodate such policy, Applicant requested, and on 
May 3, 1977, was granted the Prior Order, pursuant to 
Sections 6(c) and 22(e)(3) of the Act, permitting it to use 
the TSE as a benchmark for suspending the right of 
redemption and calculating the net asset value of its 
shares. On the basis of the above fundamental policy, 
Applicant made the following undertaking (“1977 
Undertaking’) in connection with the Section 22(e)(3) 
portion of the Prior Order: that if at any time subsequent to 
three months after its initial offering less than 50 percent 
of the value of its portfolio securities consists of securities 
of Japanese issuers purchased in Japan, it would not 
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utilize the order it had requested pursuant to Section 
22(e)(3) of the Act, and that it would promptly inform the 
Commission of this fact and thereafter comply with the 
provisions of Section 22(e) as then in effect. Applicant also 
stated that so long as such order pursuant to Section 
22(e)(3) remains operative, it waives the applicability to it 
of Section 22(e)(1) of the Act. 


Applicant states that at its March 24, 1980, Annual 
Meeting of Stockholders an amendment was adopted to 
change Applicant’s fundamental policy to require that 
Applicant invest, under normal circumstances, at least 
80% of its total assets in a diversified portfolio of equity 
securities of issuers domiciled in the following 
jurisdictions: Japan, Hong Kong, Singapore, Malaysia, the 
Philippines, Australia and New Zealand. Applicant states 
that, pursuant to such an amendment, it obtained greater 
flexibility in its authority to invest in securities of issuers in 
Far Eastern countries in addition to Japan; however, 
Applicant states that it still expects that a substantial 
portion of its assets, if not a majority of its assets, will 
remain invested in securities of Japanese issuers. 


Effective December 1, 1979, Rule 22c-1(b) under the Act 
was amended to provide, inter alia, that the board of 
directors of an investment company may choose the 
specific time during the day at which the investment 
company’s net asset value shall be determined for pricing 
purposes. According to the application, Applicant’s Board 
of Directors (“Board”) believes that this revision of Rule 
22c-1 affords it sufficient authority and flexibility to 
determine when Applicant's shares should be priced and, 
therefore, the Board has determined that Applicant will 
operate directly pursuant to the provisions of Rule 22c-1 
rather than pursuant to the Prior Order of the Commission 
dated May 3, 1977. Applicant states that pursuant to Rule 
22c-1(b) its Board believes that the close of trading onthe 
TSE is an appropriate time for determining the net asset 
value of Applicant's shares. In this regard, the application 
states that the TSE is the major stock exchange in the Far 
East, and organized securities trading in the countries 
other than Japan referred to above tends to operate on a 
daily basis at the same time as does the TSE. 


Applicant seeks to retain, however, the use of that portion 
of the Prior Order which was granted pursuant to Section 
22(e)(3) of the Act. Applicant states that it believes that (1) 
its continued pricing of its shares based on the close of 
trading of the TSE, and (2) the preeminence of the TSE in 
Far Eastern Markets, make it necessary and appropriate 
for Applicant to retain the use of that portion of the Prior 
Order which authorized it to suspend the right of 
redemption and postpone the date of payment or 
satisfaction upon redemption of any redeemable security 
for more than seven days after proper tender of such 
security during periods when (a) the TSE is closed, for 
other than customary weekend or holiday closings or (b) 
trading thereon is restricted. Accordingly, Applicant 
requests that the Commission issue an order amending 
the Prior Order to approve the withdrawal by Applicant of 
the 1977 Undertaking and to permit the Prior Order to 
remain effective subject to the following undertaking: (1) 
that Applicant shall only utilize the Prior Order so long as 
50 percent or more of the value of Applicant’s portfolio 
securities consist of securities, (a) of issuers domiciled in 
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Japan, Hong Kong, Singapore, Malaysia, the Philippines, 
Australia and New Zealand and (b) purchased on the TSE 
or exchanges in those countries, and (2) that in the event 
that Applicant's portfolio shall consist of less than 50 
percent (in value) of securities of such Far Eastern issuers 
purchased on such Far Eastern exchanges, Applicant 
undertakes to promptly inform the Commission thereof 
and promptly thereafter comply with the provisions of 
Section 22(e) of the Act as then in force and effect. In 
addition to the above undertaking Applicant states that so 
long as such order pursuant to Section 22(e)(3) remains 
operative it will continue to waive the applicability to it of 
Section 22(e)(1) of the Act. Applicant argues that, while it 
has no present expectation to utilize such portion of the 
Prior Order in the future, it believes that prudence and 
good business practice require that Applicant seek the 
continued availability of such portion of the Prior Order in 
connection with Applicant’s operations. 


Section 22(e)(1) of the Act provides, generally, that a 
registered investment company may not suspend the right 
of redemption or postpone the date of payment or 
satisfaction upon redemption of any redeemable security 
in accordance with its terms for more than seven days 
after proper tender of such security except for any period 
during which the NYSE is closed other than customary 
weekend and holiday closings, or during which trading on 
the NYSE is restricted. Section 22(e)(3) of the Act 
provides, generally, that redemptions may also be 


suspended by a registered investment company for such 
other periods as the Commission may by order permit for 
the protection of security holders of the company. 


NOTICE 1S FURTHER GIVEN that any interested person 
may, not later than July 22, 1980, at 5:30 p.m., submit to 
the Commission in writing a request for a hearing on the 
application accompanied by a statement as to the nature 
of his interest, the reasons for such request, and the 
issues, if any, of fact or law proposed to be controverted, or 
he may request that he be notified if the Commission shall 
order a hearing thereon. Any such communication should 
be addressed: Secretary, Securities and Exchange 
Commission, Washington, D.C. 20549. A copy of such 
request shall be served personally or by mail upon 
Applicant at the address stated above. Proof of such 
service (by affidavit or, in the case of an attorney-at-law, by 
certificate) shall be filed contemporaneously with the 
request. As provided by Rule 0-5 of the Rules and 
Regulations promulgated under the Act, an order 
disposing of the application herein will be issued as of 
course following said date unless the Commission 
thereafter orders a hearing upon request or upon the 
Commission’s own motion. Persons who request a 
hearing, or advice as to whether a hearing is ordered, will 
receive any notices and orders issued in this matter, 
including the date of the hearing (if ordered) and any 
postponements thereof. 


For the Commission, by the Division of Investment 
Management, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 
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INVESTMENT COMPANY ACT OF 1940 
Release No. 11236/June 27, 1980 


In the Matter of 
THE CAPITOL LIFE INSURANCE COMPANY 
AND 


CAPITOL LIFE SEPARATE ACCOUNT A 
1600 Sherman Street 
Denver, CO 80203 


(812-4696) 


NOTICE OF APPLICATION FOR AN AMENDED ORDER 
PURSUANT TO SECTION 11 OF THE ACT FOR APPROVAL 
OF CERTAIN OFFERS OF EXCHANGE AND PURSUANT TO 
SECTION 6(c) OF THE ACT FOR EXEMPTIONS FROM 
SECTIONS 26(a) AND 27(c)(2) OF THE ACT 


NOTICE IS HEREBY GIVEN that the Capitol Life Insurance 
Company, (“Capitol Life”), a stock life insurance company 
organized under the laws of the State of Colorado in 1905, 
and Capitol Life Separate Account A, (“Separate Account”) 
established by Capitol Life on September 20, 1973 under 
the laws of the state of Colorado and registered as 2 unit 
investment trust (File No. 811-2479) under the 
Investment Company Act of 1940 (“Act”) (hereinafter 
collectively referred to as “Applicants”), filed an 
Application on June 3, 1980 for an amended order 
pursuant to Section 11 of the Act, approving certain offers 
of exchange, and, pursuant to Section 6(c) of the Act, 
exempting the Applicants from the provisions of Sections 
26(a) and 27(c)(2) of the Act. The requested order would 
supplement the exemptive relief previously granted (i) to 
the extent necessary to include the newly-established 
Series P, which will be invested solely in shares of Rowe 
Price Prime Reserve Fund, Inc. (sometimes hereinafter 
referred to as “Additional Fund”), in the offer of exchange 
allowing Accumulation Units of one Series of the Separate 
Account to be exchanged for those of another Series; and 
(ii) to the extent necessary to include Series P in the 
exemptions underlying the current safekeeping 
arrangement of the Separate Account, previously granted 
pursuant to Section 6(c). 


All interested persons are referred to the Application on 
file with the Commission for a statement of the 
representations contained therein which are summarized 
below. 


The Separate Account was established by Capitol Life to 
fund certain Variable Annuity Contracts (“Centracts”) 
which are currently being offered and sold to the public 
pursuant to an effective registration statement under the 
Securities Act of 1933 (File No. 2-51169). The Separate 
Account presently consists of three Series, each of which 
invests solely in the shares of one of the following open- 
end diversified management investment companies: 
Securities First Legal Reserve Fund, Inc., Security First 
Variable Life Fund, Inc. and T. Rowe Price Growth Stock 
Fund, Inc., (hereinafter collectively referred to as the 
“Funds”). Applicants have created a new Account Division 
or “Series” (Series P) to the Separate Account. Applicants 


Volume 20, No. 8, July 15, 1980 


propose that all amounts allocated to Series P will invest 
solely in the shares of the Additional Fund. 


Applicants seek to amend and supplement the orders of 
September 13, 1974 (Release No. IC-8497) and 
November 30, 1978 (Release No. IC-10502), only to the 
extent necessary to include Series P in the offers of 
exchange approved by such orders pursuant to Section 
11, and to include Series P in the exemptions from 
Sections 26(a) and 27(c)(2) previously granted pursuant 
to Section 6(c). 


Section 11 


Section 11(a) makes it unlawful for any registered open- 
end investment company or principal underwriter therefor 
to make an offer to the holder of a security of such 
company or of any other open-end investment company to 
exchange his security for a security in the same or another 
such company on any basis other than the relative net 
asset values of the respective securities to be exchanged 
unless the terms of the offer have first been submitted to, 
and approved by, the Commission. Section 11(c) ofthe Act 
provides that, irrespective of the basis of exchange, the 
provisions of subsection (a) shall be applicable to any type 
of offer of exchange of the securities of registered unit 
investment trusts for the securities of any other 
investment company. 


The order contained in Release No. IC-10502 approved 
the conversion or transfer of Contract Accumulation Units 
from any one of the three Series of the Separate Account to 
any other Division of the Separate Account then in 
existence. Applicants propose that this conversion right be 
extended so as to encompass Series P, whose underlying 
investment medium will consist solely of shares of Rowe 
Price Prime Reserve Fund, Inc. 


Sections 27(c)(2) and 26(a) 


Section 27(c)(2), in relevant part, prohibits the issuer of a 
periodic payment plan certificate and any depositor or 
underwriter for such issuer from selling such periodic 
payment plan certificate unless the proceeds of all 
payments (other than any sales load) are deposited with a 
qualified bank acting as trustee or custodian, and held 
under an indenture or agreement containing specified 
provisions. Section 26(a) requires that such indenture or 
custodianship agreement must provide, inter alia, thatthe 
bank (i) shall have possession of all property of the unit 
investment trust and segregate and hold the same in trust 
subject only to the charges and collections specifically 
allowed under clauses (A), (B) and (C) of such Section 
until distribution to the security holders of the trust; (ii) 
shall not resign until the trust has been liquidated or a 
successor has been appointed; (iii) may collect from the 
income and, if necessary, from the corpus of the trust such 
fees for services provided for in the agreement; (iv) shall 
not allow as an expense any payment to the depositor or 
principal underwriter except a fee, not exceeding such 
reasonable amount as the Commission may prescribe, for 
performing bookkeeping and other administrative 
services of a character normally performed by the bank 
itself. Section 6(c) authorizes the Commission to exempt 
any person, security or transaction, from the provisions of 
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the Act and Rules promulgated thereunder if and to the 
extent that such exemption is necessary or appropriate in 
the public interest, and consistent with the protection of 
investors and the purposes fairly intended by the policy 
and provisions of the Act. 


Pursuant to an exemption from the aforementioned 
provision of the Act granted in Release No. IC-10502, 
Capitol Life acts as custodian of the Separate Accounts; 
however, all such assets are held for safekeeping pursuant 
to an agreement between Capitol Life and the State Street 
Bank and Trust Company or Boston, Massachusetts 
(“Bank”). Insofar as the Contracts proposed to be funded 
in Series P are not included within the terms of the order 
issued in Release No. IC-10502, the Applicants request 
that the order of exemption from Sections 26(a) and 
27(c)(2) be amended to the extent necessary to make the 
requirement of a trust inapplicable to such newly-created 
Series. 


Applicants have consented that the request for the 
foregoing exemptions may be made subject to the 
following conditions: (1) that the deductions for 
administrative services shall not exceed such reasonable 
amount as the Commission shall prescribe, and the 
Commission may reserve jurisdiction for such purpose, 
and (2) that the payment of sums and charges out of the 
assets of the Separate Account shall not be determined to 
be exempted from regulation by the Commission by 
reason of the requested amended order, provided that 
Applicants’ consent to this condition shall not be 
determined to be a concession to the Commission of 
authority to regulate the payment of sums and charges out 
of such assets other than charges for administrative 
services, and Applicants reserve the right in any 
proceeding before the Commission, or in any suit or action 
in any court, to assert that the Commission has no 
authority to regulate the payment of such other sums and 
charges. 


NOTICE IS FURTHER GIVEN that any interested party may, 
not later than July 22, 1980 at 5:30 p.m., submit to the 
Commission in writing a request for a hearing on the 
matter accompanied by a statement as to the nature of his 
interest, the reason for such request and the issues of fact 
or law proposed to be controverted, or he may request that 
he be notified if the Commission shall order a hearing 
thereon. Any such communication should be addressed: 
Securities and Exchange Commission, Washington, D.C. 
20549. A copy of such request shall be served personally 
or by mail upon Applicants at the address stated above. 
Proof of such service (by affidavit or, in the case of an 
attorney-at-law, by certificate) shall be filed contem- 
poraneously with the request. As provided by Rule 0-5 of 
the Rules and Regulations promulgated under the Act, an 
order disposing of the application will be issued as of 
course following July 22, 1980 unless the Commission 
thereafter orders a hearing upon request or upon the 
Commission’s motion. Persons who request a hearing, or 
advice as to whether a hearing is ordered, will receive 
notice of further developments in this matter, including 
the date of the hearing, if ordered, and any postponements 
thereof. 
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For the Commission, by the Division of Investment 
Management, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





INVESTMENT COMPANY ACT OF 1940 
Release No. 11237/June 30, 1980 


SEE 


SECURITIES ACT OF 1933 
Release No. 6219/June 30, 1980 





INVESTMENT COMPANY ACT OF 1940 
Release No. 11238/June 30, 1980 


In the Matter of 


INVESTORS LIFE INSURANCE COMPANY 
OF NORTH AMERICA 


AND 


INA/PUTNAM SEPARATE ACCOUNT 
1600 Arch Street 
Philadelphia, PA 19101 


(812-4615) 


ORDER PURSUANT TO SECTION 11 OF THE ACT 
APPROVING CERTAIN OFFERS OF EXCHANGE AND 
PURSUANT TO SECTION 6(c) OF THE ACT GRANTING 
EXEMPTIONS FROM SECTIONS 2(a)(32), 2(a)(35), 22(c), 
26(a), 27(c)(1), 27(c)(2), 27(d), NAD RULE 22c-1 


Investors Life Insurance Company of North America 
(“Investors Life”), a stock life insurance company 
organized under the laws of the Commonwealth of 
Pennsylvania, and INA/Putnam Separate Account 
(“INA/Putnam”), a separate account of Investors Life 
registered under the Investment Company Act of 1940 
(“Act”) as a unit investment trust (collectively 
“Applicants”), filed an application on February 13, 1980, 
and an amendment thereto on March 14, 1980, pursuant 
to Section 11 of the Act for an order approving certain 
offers of exchange, and pursuant to Section 6(c) of the Act, 
for an order of exemption from Sections 2(a)(32), 
2(a)(35), 22(c), 26(a), 27(c)(1), 27(c)(2), and 27(d) of the 
Act, and Rule 22c-1 thereunder, to the extent necessary to 
permit Applicants to offer the variable annuity contracts 
described in the application. 


On June 3, 1980 a notice was issued (Investment 


Company Act Release No. 11198) of the filing of the 
application. The notice gave interested persons an 
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opportunity to request a hearing and stated that an order 
disposing of the application would be issued as of course 
unless a hearing should be ordered. No request for a 
hearing has been filed, and the Commission has not 
ordered a hearing. 


The matter has been considered and it is found that the 
granting of the application is appropriate in the public 
interest and consistent with the protection of investors and 
the purposes fairly intended by the policy and provisions of 
the Act. Accordingly, 


IT IS ORDERED, pursuant to Section 11 of the Act, that the 
proposed exchange offers be, and hereby are, approved, 
and pursuant to Section 6(c) of the Act, that the requested 
exemptions from Sections 2(a)(32), 2(a)(35), 22(c), 
26(a), 27(c)(1), 27(c)(2), and 27(d) of the Act, and Rule 
22c-1 thereunder, be, and hereby are, granted, effective 
forthwith. 


For the Commission by the Division of Investment 
Management, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





INVESTMENT COMPANY ACT OF 1940 
Release No. 11239/July 2, 1980 


SEE 


SECURITIES EXCHANGE ACT OF 1934 
Release No. 16952/July 2, 1980 





INVESTMENT COMPANY ACT OF 1940 
Release No. 11240/July 1, 1980 


In the Matter of 
MASSACHUSETTS CASH MANAGEMENT TRUST 
AND 


MASSACHUSETTS CASH MANAGEMENT TRUST II 
200 Berkeley Street 
Boston, Massachusetts 02116 


(812-4612) 


ORDER PURSUANT TO SECTION 6(c) OF THE ACT 
EXEMPTING APPLICANTS FROM THE PROVISIONS OF 
SECTION 2(a)(41) OF THE ACT AND RULES 2a-4 AND 
22c-1 THEREUNDER 


Massachusetts Cash Management Trust (the “Trust”) and 
Massachusetts Cash Management Trust II (the “New 
Trust”) (collectively, “Applicants”), both open-end, 
diversified, management investment companies 
registered under the Investment Company Act of 1940 
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(“Act”), filed an application on February 11, 1980, and 
amendments thereto on April 14 and May 13, 1980, 
requesting an order of the Commission, pursuant to 
Section 6(c) of the Act, exempting Applicants from the 
provisions of Section 2(a)(41) of the Act and Rules 2a-4 
and 22c-1 thereunder to the extent necessary to permit 
Applicants to value their assets using the amortized cost 
method. 


On May 30, 1980, a notice was issued (Investment 
Company Act Release No. 11192) of the filing of the 
application. The notice gave interested persons an 
opportunity to request a hearing and stated that an order 
disposing of the application would be issued as of course 
unless a hearing should be ordered. No request for a 
hearing has been filed, and the Commission has not 
ordered a hearing. 


The matter has been considered, and it is found that the 
granting of the requested exemption is appropriate in the 
public interest and consistent with the protection of 
investors and the purposes fairly intended by the policy 
and provisions of the Act. Accordingly, 


IT IS ORDERED, pursuant to Section 6(c) of the Act, that 
the application for exemption from the provisions of 
Section 2(a)(41) of the Act and Rules 2a-4 and 22c-1 
thereunder, to the extent requested be, and hereby is, 
granted, effective forthwith, subject to the following 
conditions agreed to by each Applicant: 


1. In supervising Applicant’s operations and delegating 
special responsibilities involving portfolio management to 
Applicant’s investment adviser, the board of trustees of 
each Applicant undertakes—as a particular responsibility 
within the overall duty of care owed to its sharehoiders—to 
establish procedures reasonably designed, taking into 
account current market conditions and Applicant's 
investment objectives, to stabilize Applicant’s net asset 
value per share, as computed for the purpose of 
distribution, redemption and repurchase, at $1.00 per 
share. 


2. Included within the procedures to be adopted by the 
board of trustees of each Applicant shall be the following: 


(a) Review by the board of trustees, as it deems 
appropriate and at such intervals as are reasonable in light 
of current market conditions, to determine the extent of 
deviation, if any, of the net asset value per share as 
determined by using available market quotations from the 
$1.00 amortized cost price per share, and the 
maintenance of records of such review. ! 





1To fulfill this condition, Applicants intend to use actual 
quotations or estimates of market value reflecting current 
market conditions chosen by each board of trustees in the 
exercise of its discretion to be appropriate indicators of 
value which may include, inter alia, (1) quotations or 
estimates of market value for individual portfolio 
instruments, or (2) values obtained from yield data 
relating to classes of money market instruments 
published by reputable sources. 
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(b) In the event such deviation from the $1.00 amortized 
cost price per share exceeds 1/2 of 1 percent, a 
requirement that the board of trustees will promptly 
consider what action, if any, should be initiated by it. 


(c) Where the board of trustees believes the extent of any 
deviation from the $1.00 amortized cost price per share 
may result in material dilution or other unfair results to 
investors or existing shareholders, it shall take such action 
as it deems appropriate to eliminate or to reduce to the 
extent reasonably practicable such dilution or unfair 
results, which may include: redeeming shares in kind; 
selling portfolio instruments prior to maturity to realize 
capital gains or losses, or to shorten the average maturity 
of portfolio instruments; withholding dividends; or utilizing 
a net asset value per share as determined by using 
available market quotations. 


3. Each Applicant will maintain a dollar-weighted average 
portfolio maturity appropriate to its objective of 
maintaining a stable net asset value per share; provided, 
however, that neither Applicant will (a) purchase any 
instrument with a remaining maturity of greater than one 
year, or (b) maintain a dollar-weighted average portfolio 
maturity which exceeds 120 days.’ 


4. Each Applicant will record, maintain, and preserve 
permanently in an easily accessible place a written copy of 
the procedures (and any modifications thereto) described 
in paragraph 1 above, and will record, maintain and 
preserve for a period of not less than six years (the first two 
years in an easily accessible place) a written record of its 
board of trustees’ considerations and actions taken in 
connection with the discharge of their responsibilities, as 
set forth above, to be included inthe minutes of the boards 
of trustees’ meetings. The documents preserved pursuant 
to this condition shall be subject to inspection by the 
Commission in accordance with Section 31(b) of the Act, 
as if such documents were records required to be 


maintained pursuant to rules adopted under Section 31(a) 
of the Act. 


5. Each Applicant will limit its portfolio investments, 
including repurchase agreements, to those United States 
dollar-denominated instruments which its board of 
trustees determines present minimal credit risks, and 
which are of “high quality” as determined by any major 
rating service or, in the case of any instrument that is not 


rated, of comparable quality as determined by its board of 
trustees. 


6. Each Applicant will include in each of its quarterly 
reports, as an attachment to Form N-1Q, a statement as to 
whether any action pursuant to paragraph 2(c) above was 
taken during the preceding fiscal quarter and, if any such 


action was taken, wil! describe the nature and 
circumstances of such action. 





In fulfilling this condition, if the disposition of a portfolio 
security results in a dollar-weighted average portfolio 
maturity in excess of 120 days, Applicants will invest 
available cash in such a manner as to reduce the dollar- 
weighted average portfolio maturity to 120 days or less as 
soon as reasonably practicable. 
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For the Commission, by the Division of Investment 
Management, pursuant to delegated authority 


George A. Fitzsimmons 
Secretary 


INVESTMENT COMPANY ACT OF 1940 
Release No. 11241/July 2, 1980 


SEE 


SECURITIES ACT OF 1933 
Release No. 6220/July 2, 1980 


INVESTMENT COMPANY ACT OF 1940 
Release No. 11242/July 2, 1980 


In the Matter of 


ELDORADO FUND, INC. 
18158 Westover 
Southfield, Michigan 48075 


(811-1749) 


ORDER PURSUANT TO SECTION 8(f) OF THE 
INVESTMENT COMPANY ACT OF 1940 DECLARING THAT 
APPLICANT HAS CEASED TO BE AN INVESTMENT 
COMPANY 


On June 2, 1980, a notice was issued (Investment 
Company Act Release No. 11195) stating that Eldorado 
Fund, Inc. (“Applicant”), registered under the Investment 
Company Act of 1940 (‘Act’) as an open-end, non- 
diversified, management investment company, filed an 
application on April 28, 1980, pursuant to Section 8(f) of 
the Act for an order of the Commission declaring that the 
Applicant has ceased to be an investment company as 
defined in the Act. 


The notice gave interested persons an opportunity to 
request a hearing, and stated that an order disposing of the 
application would be issued as of course unless a hearing 
should be ordered. No request for a hearing has been filed, 
and the Commission has not ordered a hearing. 


The matter has been considered, and it is found that the 
Applicant has ceased to be an investment company. 
Accordingly, 


IT IS ORDERED, pursuant to Section &(f) of the Act, that the 
registration of Eldorado Fund, Inc., under the Act shall 
forthwith cease to be in effect. 


For the Commission, by the Division of Investment 
Management, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 


Volume 20, No. 8, July 15, 1980 








INVESTMENT ADVISERS ACT OF 1940 





INVESTMENT ADVISERS ACT OF 1940 
Release No. 725/June 30, 1980 


SEE 


SECURITIES ACT OF 1933 
Release No. 6219/June 30, 1980 





INVESTMENT ADVISERS ACT OF 1940 
Release No. 726/July 2, 1980 


SEE 


SECURITIES EXCHANGE ACT OF 1934 
Release No. 16952/July 2, 1980 





INVESTMENT ADVISERS ACT OF 1940 
Release No. 727/July 2, 1980 


SEE 


SECURITIES ACT OF 1933 
Release No. 6220/July 2, 1980 








LITIGATION 





Litigation Release No. 9117/June 27, 1980 
SEC v. FINANCIAL CONCEPTS, LTD., ET AL. 


William D. Goldsberry, administrator of the Chicago 


Regional Office of the Securities and Exchange 
Commission, announced that on June 16, 1980, the 
Honorable Marvin E. Aspen, United States District Court 
Judge for the Northern District of Illinois, Eastern Division 
in Chicago, entered Final Judgments of Permanent 
Injunction against Conrad Investment Properties, Ltd. 
(CIP) and Kenneth C. Naslund (Naslund), who is president 
and 90% shareholder of CIP. The Judgments enjoin each 
of the defendants from further violations of the registration 
and antifraud provisions of the Federal! securities laws in 
connection with their activities relating to the offer and 
sale of real estate limited partnership interests. Naslund 
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and CIP consented to the Final Judgments of Permanent 
Injunction without admitting or denying the allegations in 
the Commission’s complaint. 


The complaint alleges, among other things, that during the 
period August 1973 to March 1974, the defendants made 
material misrepresentations and omissions regarding the 
use of proceeds; the identity of the beneficiary of two land 
trusts; the unavailability of funds which were to be set 
aside to retire a mortgage obligation; that the investment 
site was put up as collateral in a loan to a company wholly 
owned by Naslund; and that the proceeds from this !oan 
were used to pay debts of unrelated companies ard to 
retire the aforementioned mortgage obligation. 





Litigation Release No. 9118/June 30, 1980 


SECURITIES AND EXCHANGE COMMISSION v. 
NATIONAL KINNEY CORP., ET AL. (United States District 
Court for the Southern District of New York, Civil Action No. 
80-3683). 


The Commission announced today the filing of a 
Complaint in the United States District Court for the 
Southern District of New York, seeking injunctive and 
other equitable relief against National Kinney Corp. 
(“NKC”), Peter Ulrich (“Ulrich”), Emily Johns, Max Beck 
(“Beck”) and Fredric J. Freed (“Freed”). NKC is aNew York 
City based corporation engaged primarily in the business 
of providing construction and maintenance services tothe 
real estate industry. The Complaint alleged that the 
defendants violated the antifraud provisions of the 
Securities Exchange Act of 1934 (the “Exchange Act”). 
Simultaneously with the filing of the Complaint, the 
District Court entered Orders against each of the 
individual defendants which, among other things, 
required them to comply with antifraud provisions of the 
Exchange Act. NKC was ordered to make full, fair and 
accurate statements in communications with exchanges 
and self-regulatory organizations. The Court also ordered 
NKC to comply with certain undertakings. The defendants 
consented tothe entry of these Orders without admitting or 
denying the allegations in the Complaint. 


The Complaint alleged that, on September 18 and 24, 
1979, an officer of NKC made untrue statements of 
material facts to an official of the American Stock 
Exchange in response to questions by the official 
prompted by unusual and unexplained trading in NKC’s 
common stock on that exchange. The NKC officer, 
according to the Complaint, represented to the official that 
NKC was not involved in, nor was it having discussions or 
negotiations about, or concerning, any corporate 
developments, despite his knowledge of actions of NKC 
concerning a possible entry into the hotel-casino gaming 
business. 


The Complaint further alleged that on October 22, 1979 
and October 23, 1979, the defendants Ulrich, Emily Johns, 
Beck and Freed purchased NKC common stock while in 
possession of material, non-public information 
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concerning arrangements between certain persons and 
entities to, among other things, attempt to acquire or 
develop hotel-casino gaming businesses in the United 
States, including the possible acquisition of the Aladdin 
Hotel in Las Vegas, Nevada. According to the Complaint, 
these defendants knew that such information was 
unavailable to the sellers of the securities which they 
purchased and failed to disclose such information to the 
sellers. On October 24, 1979, NKC announced that it had 
signed a memorandum of understanding with Johnny 
Carson and Edward M. Nigro concerning a proposed 
agreement to develop one or more hotel-casino gaming 
businesses in Las Vegas and elsewhere in the United 
States. Negotiations with representatives of the owners of 
the Aladdin were also disclosed. 


The Complaint alleged that the memorandum of 
understanding was signed at Johnny Carson’s home on 
October 22, 1979 during a meeting of Carson, Nigro, an 
officer of NKC and others. Following the meeting, 
according to the Complaint, Carson’s wife, who is the sister 
of Ulrich, called Ulrich from a health club. In that 
conversation and in a second conversation later that day, 
Ulrich learned of the meeting and that Carson and NKC 
might combine to acquire the Aladdin. On October 23, 
1979 Ulrich purchased 2,000 shares of NKC common 
stock and two of his relatives purchased a total of 1,500 
shares of NKC common stock for his benefit. 


According to the Complaint, Emily Johns, an employee of 
the health club visited by Mrs. Carson on October 22, 
learned of the possible purchase of the Aladdin from Mrs. 
Carson during that visit. Emily Johns purchased 1,000 
shares of NKC common stock on October 23, 1979. 


The Complaint alleged that Beck learned on October 21, 
1979 from his daughter, Judith Bushkin, the wife of 
Carson’s lawyer, of the possibility that Carson’s group and 
NKC might acquire the Aladdin and that if acquired, the 
Aladdin’ would be renamed “Johnny Carson’s Aladdin”. 
Beck was also informed that a press release would 
probably be made on October 24, 1979 if there was an 
agreement. Beck purchased 5,000 shares of NKC 
common stock on October 22, 1979. 


According to the Complaint, Freed, while acting as “of 
counsel” to the law firm representing Carson, participated 
in meetings concerning a possible acquisition of the 
Aladdin by Carson, Nigro and others, not including NKC. 
The Complaint alleged that on October 18, 1979, Freed 
learned of NKC’s interest to see if it could participate with 
Carson and Nigroand on October 19, 1979 was asked to go 
to New York on October, 1979 to advise NKC’s lawyers of 
the status of his negotiations with the attorneys for the 
owners of the Aladdin. On October 22, 1979, Freed 
purchased 4,000 shares of NKC common stock pursuant 
to an order placed, but not executed, on October 19, 1979. 
The purchase order was placed in an account which Freed 
opened in the name of a relative. 


In addition to the entry of the Court’s Orders with respect to 
further violations, certain other equitable relief was 
ordered by the Court. In this regard, the Court ordered 
Ulrich, Emily Johns, Beck and Freed to disgorge or to 
comply with undertakings to disgorge profits realized on 
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transactions in NKC common stock of $4,228, $1,260, 
$4,496 and $4,980 respectively to the sellers of the stock 
which they purchased. 





Litigation Release No. 9119/July 1, 1980 


SECURITIES AND EXCHANGE COMMISSION v. STEWART 
ENERGY SYSTEMS OF IDAHO, INC., ET AL. (Eastern 
District of Washington, Civil Action C79-372) 


Jack H. Bookey, Regional Administrator of the Seattle 
Regional Office, announced the entry on June 3, 1980, ofa 
decree of permanent injunction against defendant Robert 
C. Stewart by United States District Court Judge Robert J. 
McNichols. The Commission had filed a Complaint against 
Stewart and seven other defendants during October 1979, 
alleging violations of the registration and antifraud 
provisions of the federal securities laws in connection with 
the sale of promissory notes, royalty interests and 
dealership interests related to the development of the 
“Stewart engine’. The other defendants had earlier 
consented to the entry of decrees of permanent injunction 
and to certain ancillary relief, without admitting or denying 
the allegations of the Commission’s Complaint. Defendant 
Stewart also consented to the entry of the final decree of 
injunction without admitting or denying the allegations of 
the Commission’s Complaint. 





Litigation Release No. 9120/July 1, 1980 


SEC v. CHEMTREE CORPORATION AND WILLIAM 
CORNELIUS HALL (S.D.N.Y.) 80 Civil 3562(CES) 


Stephen L. Hammerman, Administrator of the New York 
Regional Office of the Securities Exchange Commission, 
announced the filing of a Complaint in the United States 
District Court for the Southern District of New York on June 
24, 1980 against Chemtree Corporation (“Chemtree”), a 
Delaware Corporation located in Central Valley, New York, 
and William Cornelius Hall (“Hall”) of Central Valley, New 
York. The Commission’s action seeks to enjoin Chemtree 
and Hall from further violations of the registration, 
antifraud, reporting and proxy provisions of the federal 
securities laws. 


Chemtree is engaged in the production and sale of 
formulations of concrete and various metallic additives. 
During the period concerned in the Complaint, Hall was 
president and chief scientist of Chemtree. Chemtree’s 
common stock is traded over-the-counter. 


The Commission’s Complaint alleges that from 1975 
through 1979, the defendants offered for sale and sold to 
investors unregistered securities of Chemtree, including 
common stock and debt securities in the form of 
convertible notes, in violation of Section 5(a) and 5(c) of 
the Securities Act of 1933 (“Securities Act”). Common 
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stock and convertible notes were sold to members of the 
public for approximately $500,000 and in exchange for 
notes, good and services and upon conversion of debt 
securities. 


Further, it is alleged in the Complaint that the defendants 
made false and misleading statements in violation of 
Section 17(a) of the Securities Act, Section 10(b) of the 
Exchange Act of 1934 (“Exchange Act”) and Rule 10b-5 
thereunder. The false and misleading statements 
concerned, among other things, (1) the financial condition 
of Chemitree, including its true assets, expenses, earnings 
and losses; (2) the current operations and business of 
Chemtree, including default on debt instruments; and (3) 
predictions of future sales, earnings and potential markets 
for Chemtree. 


The Complaint also alleges that the defendants filed and 
caused to be filed a general form for registration of 
securities (Form 10), and annual (Form 10K) and 
quarterly reports (Form 10Q) which were false and 
misleading, in violation of Sections 12(g) and 13(a) of the 
Exchange Act and Rules 12b-20, 13a-1 and 13a-13 
thereunder, in that they failed to disclose defaults on 
senior securities and predicted future nationwide and 
worldwide sales and earnings while failing to disclose the 
risks that such sales and earnings would not be achieved. 


Finally, the Complaint alleges violations of Section 14(a) of 
the Exchange Act and Rules 14a-3, 14a-6 and 14a-9 
thereunder, by failure to file with the Commission proxy 
materials which contained information required by the 
applicable rules and regulations; the proxy materials 
disseminated to Chemtree shareholders included annual 
reports which failed to contain required information. 


Litigation Release No. 9121/July 2, 1980 
STATE v. DOUGLAS F. BROWN (WA. CR 6505) 


Jack H. Bookey, Regional Administrator of the Seattle 
Regional Office of the Securities and Exchange 
Commission and Henry R. Dunn, Prosecuting Attorney for 
Cowlitz County, Washington announced that on May 25, 
1980, Douglas F. Brown, formerly the president of Douglas 
F. Brown Financial Services, Inc., a registered broker- 
dealer located in Longview, Washington, was found guilty 
in state court as charged in an eighteen count information. 
Brown was found guilty of nine counts of first degree theft 
and nine counts of fraudulent sale of securities in 
connection with his misappropriation of customer funds. 
On June 12, 1980 Brown was sentenced to 20 years 
imprisonment. 


(For further information see Securities Exchange Act of 
1934, Release No. 8456). 
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Litigation Release No. 9122/July 2, 1980 


SEC v. SAFEGUARD INVESTMENT CORP., d/b/a 
SAFEGUARD COMPANY, ET AL. (W.D. Pa., Civil Action 80- 
777) 


Paul F. Leonard, Administrator of the Washington Regional 
Office of the Securities and Exchange Commission and 
Ralph M. Fratkin, Chairman of the Pennsylvania Securities 
Commission, announced that on June 16, 1980, the 
Honorable Donald E. Ziegler, United States District Court 
Judge for the Western District of Pennsylvania entered an 
order (1) preliminary enjoining Safeguard Investment 
Corp., a Pennsylvania corporation doing business as 
Safeguard Company, and Anthony J. Pivirotto and John 
Robert Woods, both of Pittsburgh, from further violations 
of the securities registration and antifraud provisions of 
the federal securities laws, (2) freezing the corporate, 
personal and partnership assets of Defendants Pivirotto 
and Woods except for ordinary living expenses, and (3) 
ordering that an accounting be performed of all investor 
funds paid to Safeguard. 


The Commission filed its complaint on June 12, 1980, 
alleging violations of the securities registration and 
antifraud provisions of the federal securities laws in 
connection with the offer and sale of certificates of 
participation interests in Safeguard mortgage 
investments, evidenced by passbook accounts. The 
Complaint alleges among other things that defendants 
made untrue statements of material fact and omitted to 
state material facts relating to the insured nature of the 
investments, investors’ ability to withdraw funds from 
accounts, the diversion of investor monies into other 
businesses controlled by Pivirotto and Woods and the 
deteriorating financial condition of Safeguard. Safeguard 
is currently in proceedings instituted pursuant to Chapter 
11 of the Bankruptcy Code. 


The Complaint is based on information obtained in a joint 
investigation of this matter by the Securities and Exchange 


Commission and the Pennsylvania Securities 
Commission. No date has been set for the trial on the 
request for a permanent injunction. 





Litigation Release No. 9123/July 2, 1980 
U.S. v. GRANT H. ROYLANCE, (USDC, UT., Cr-80-80J) 


Ronald L. Rencher, United States Attorney for the District 
of Utah and Robert H. Davenport, Administrator of the 
Denver Regional Office of the Commission, announced 
that on June 19, 1980, a federal grand jury in Salt Lake 
City, Utah returned a 12-count indictment against Grant H. 
Roylance of Provo, Utah. The indictment charges Grant H. 
Roylance with eight counts of mail fraud, two counts of 
interstate transportation of money obtained by fraud, and 
two counts of securities fraud. The charges in the 
indictment were brought against Roylance in connection 
with the obtaining of money by issuing notes to fund the 
alleged purchase and refining of gold ore concentrate. The 
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indictment was the result of a joint effort by the Salt Lake 
Branch Office of the Securities and Exchange Commission 
and the Salt Lake City, Utah and Provo, Utah offices of the 
Federal Bureau of Investigation. 


Roylance, in July, 1979, was permanently enjoined by the 
United States District Court for Utah from violating the 
registration and antifraud provisions of the federal 
securities laws in connection with the offer and sale of 
promissory notes, investment contracts, and evidences of 
indebtedness of G. R. and Associates, Inc. and Metals 
Exchange. 


For further information see Litigation Release Nos. 8779 
and 8840. 





Litigation Release No. 9124/July 2, 1980 


S.E.C. v. TELLCO INFORMATION SERVICES, ET AL. 
(S.D.N.Y. 79 Civil 6649) 


Stephen L. Hammerman, Administrator of the New York 
Regional Office, announced that the Honorable Charles S. 
Haight, Jr., of the United States District Court for the 
Southern District of New York signed Final Judgments of 
Permanent Injunction by Consent against Stanley E. 
Wiklinski (“Wiklinski”’) on February 20, 1980, and against 
L. Henry Sarmiento (“Sarmiento”) on May 23, 1980. Judge 
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Haight also signed Final Judgments of Permanent 
Injunction by Default against David C. Heenan (“Heenan”) 
on January 30, 1980, Tellco Information Services 
(“Tellco”) on June 2, 1980, and Vittorio Widemann 
International Corporation (“VWI”) on June 2, 1980. All the 
defendants are permanently enjoined from violating the 
registration and antifraud provisions of the federal 
securities laws. Wiklinski and Sarmiento consented to the 
entry of the permanent injunctions without admitting or 
denying the allegations of the Commission’s complaint. 


The complaint in this action, filed on December 6, 1979, 
named a total of ten defendants. The complaint alleged 
that Tellco, VWI, Sarmiento, Wiklinski, Heenan and others 
participated in a scheme to sell unregistered securities in 
the form of convertible promissory notes of VWI, and made 
or caused to be made material misrepresentations and 
failed to disclose material facts to investors in the offer and 
sale of VWI notes, and/or the common stock of Tellco. The 
complaint also alleged that these five defendants and 
others engaged in a concurrent manipulation of the over- 
the-counter trading market for Tellco common stock. Final 
Judgments of Permanent Injunction by Consent were 
previously entered against two other defendants, and the 
action is still pending as to the remaining three 
defendants. 


For further information see Litigation Release Nos. 8950 
and 8999. 
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